
This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 
to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 
to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 
are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other marginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 
publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing this resource, we have taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 

We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain from automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attribution The Google "watermark" you see on each file is essential for informing people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liability can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 

at http : //books . google . com/| 



Digitized byVrrOOQlC 



HARVARD COLLEGE 
LIBRARY 



THEODORE ROOSEVELT 
COLLECTION 

PRESENTED BY THE 

ROOSEVELT MEMORIAL 
ASSOCIATION 

1943 




Digiti 



zed by Google 



Digitized byVrrOOQlC 



Digitized byVrrOOQlC 



STATE OF NEW YORK 
Assembly Document No. 41 



REPORT 



OF THE 



Joint Committee of tlie Senate 
and Assembly 



■I 

OF THE 
K 



STATE OF NEW YORK 



APPOINTED TO INVESTIGATE THE AFFAIRS OF LIFE 
INSURANCE COMPANIES 



TRANSMITTED TO THE LEGISLATURE, FEBRUARY 22, 1906. 



ALBANY 
Bbandow Pbintiko Gompant 

8T ATB PBIMTBBB 

1006. 



[f Digitized by Google 



-^ 



O Oi^"^^ 



\\ 'bb\. r\^z%\ 




0^- 



Digitized byV^OOQlC 



CONTENTS. 



Mutnal Life Insurance Ocmipany '. 6 

New York Life Insurance Company 41 

Equitable Life Assurance Society 7 90 

United States Life Insurance Company. , 151 

Manhattan Life Insurance Company 158 

Washington Life Insurance Company 165 

Germania Life Insurance Company 174 

Home Life Insurance Company 180 

Bankers' Life Insurance Company 186 

Provident Savings Life Assurance Society 194 

Mutual Reserve Life Insurance Company 209 

Security Mutual Life Insurance Company. 243 

Life Association of America 200 

Life Insurance Club of New York • • • 270 

Empire Life Insurance Company 273 

Metropolitan Life Insurance Company. 275 

Prudential Insurance Company of America 318 

The Insurance Department 340 

Bbmbdial Legislation: 

Organization of Life Insurance Corporations 358 

Control of the ri^ts of policy holders in the election of 

directors 362 

Retirement of stock 376 

Investments 378 

Limitation of new business 388 

< Political contributions 393 

Lobbying ! 394 

Expenses 399 

Valuation of policies 415 

Rebates 416 

Surrender values 417 

Ascertainment and distribution of surplus 418 



Digitized byVrrOOQlC 



iV CONTBNTS. 

PA 91 

Non-participating policies 429 

Bemedies of policy holders, or right to resort to the 

courts 430 

Forms of policies. ^.^ ^ 435 

Publicity and State! supervision 437 

Penalties 440 



Digitized by Google J | 



State of New York. 



No. 41. 



IN ASSEMBLY, 

Fbbeuaet 22, 1906. 



REPORT 



OP THE 



Joint Committee of the Senate and Assembly of the State 
of New York, Appointed to Investigate the Affairs 
of Life Insurance Companies. 



To the Senate and Assembly: 

The Joint Committee of the Senate and Assembly, appointed 
pursuant to concurrent resolution adopted July 20, 1905, sub- 
mits the following report : 

The resolution directed the Committee — 

"to investigate and examine into the business and affairs 
of life insurance companies doing business in the State of 
New York, with reference to the investments of said com- 
panies, the relation of the officers thereof to such invest- 
ments, the relation of such companies to subsidiary corpora- 
tions, the government and control of said companies, the 
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contractual relations of said companies to their policy hold- 
ers, the cost of life insurance, the expenses of said companies 
and any other phase of the life insurance business deemed 
by the Committee ^a be proper, for the purpose of drafting 
and reporting to the next session of the Legislature such a 
revision of the laws regulating and relating to life insurance 
in this State as said Committee may deem proper." 
The Committee organized on August 1, 1905, and later em- 
ployed James McKeen and Charles E. Hughes as counsel, Mat- 
thew C. Fleming as assistant counsel. Miles M.^ Dawson as con- 
sulting actuary and Marvin Scudder as financial statistician. A. 
B. Sackett^ Henry C. Lammert and George M. Shotwell were 
appointed official stenographers, but before entering on his duties 
Mr. Sackett died. 

The Committee began its public hearings on September 6, 1905, 
and closed them on December 30, 1905, holding during this period 
fifty-seven sessions, at all of which, with a single exception when 
there was an adjournment on account of the death of Honorable 
S. Fred Nixon, Speaker of the Assembly, testimony was taken. 
Although its work was protracted and practically continuous, it 
was found impossible to submit to thorough examination com- 
panies chartered outside the State or to embrace within its inves- 
tigation all classes of domestic life insurance companies. For 
the most part the Committee was compelled to confine its atten- 
tiQP to companies organized within the State and issuing poli- 
vCies upon .a level premium basis, and even in this class of com- 
panies such were the variety apd complexity of the subjects 
requiring consideration that the examination of the affairs of 
any one company could not be made exhaustive. But the aim 
has been to make tlie investigation sufficiently thorough and coip- 



Digitized byVrrOOQlC 



prehensive to reveal the matters that are significant in govern- 
ment and administration and to lay a sound basis for necessary 
legislative reform. As the companies chartered by this State 
transact so large a part of the life insurance business of the 
country, there is no reason to doubt that the measures found 
necessary for the adequate protection of the policy holders of 
these companies are equally necessary for the protection of policy 
holders in other companies and that the suggested legislation 
should extend to all companies doing business within this juris- 
diction. It may be added that, although an opportunity has not 
been afforded for a thorough examination of the transactions of 
the companies of other States, information from them of no 
little value has been received by the Committee in response to its 
inquiries and forms a part of the record. 

Although it has not been possible to examine fraternal organi- 
zations or a considerable number of assessment companies, the 
investigation of certain companies now doing business upon a 
level premium basis which started as assessment companies has 
thrown light upon certain practices which should receive the 
attention of the Legislature. In one instance a special exam- 
ination was made of an assessment company not to be regarded 
as typical but which indicates in a striking way possible results 
under the present law. 

In a single instance only (with the exception of a brief exam- 
ination as to the organization and proxy system of certain com- 
panies) the Committ^ departed from the policy of limiting its 
investigation to companies organized under the laws of this State. 
Two companies, one a New Jersey corporation and the other a 
New York corporation, transact over four-fifths of that class of 
life insurance business known as industrial insurance, and in 
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order that a more comprehensive view could be taken of this 
subject certain oflScers of the New Jersey company were 
examined. 

A complete digest of the testimony cannot be presented within 
liie limits of this report, and it will be impossible to present 
the details of any considerable portion of the evidence. But the 
Committee deems it of importance that liie salient facts bearing 
upon the different subjects of inquiry should be presented as 
concisely as possible, and these will be stated as they appear 
in connection with the companies which have been examined. 

There are fifteen companies organized under the laws of this 
State which are issuing level premium policies, to wit: 

Mutual Life- Insurance Company, 

New York Life Insurance Company, 

Equitable Lif^ Assurance Society, 

United States Life Insurance Company, 

Manhattan Life Insurance Company, 

Washington Life Insurance Company, 

Germania Life Insurance Company, 

Home Life Insurance Company, 

Metropolitan Life Insurance Company, 

Bankers' Life Insurance Company, 

Provident Savings Life Assurance Society, 

Mutual Reserve Life Insurance Company, 

Security Mutual Life Insurance Company, 

Life Association of America, 

Life Insurance Club of New York. 
Of these the Bankers, Mutual Reserve, Security Mutual and 
Life Association were organized as assessment companies, and^ 
subsequently reorganized as legal reserve companies. 
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MUTUAL LIFE INSURANCE COMPANY. 



The Mutnal Life Insurance Company wbjb created by special 
act, chapter 246 of the Laws of 1842. On December 31, 1904, 
it had outstanding 659,544 policies, representing |1,547,611,660 
of insurance. Its total admitted assets on that date were re- 
ported to be $440,978,371.16, and its surplus over liabilities or 
"reserve for contingent guarantee fund," exclusive of surplus 
to be apportioned in 1905, was stated to be |71,457,818.43. 

It is a purely mutual company, and in theory is governed 
exclusively by its policy holders. Those whom it insures com- 
pose its membership, and each member having at least |1,000 of 
insurance is entitled to vote for trustees. The Board of Trustees 
is composed of thirty-six persons, divided into four equal classes. 
In practice the policy holders have had little^ concern with the 
selection of trustees or with the management of the company. 
Notices of election have been published in New York City papers — 
but have not been mailed to policy holders. There^ are probably 
between 400,000 and 500,000 policy holders entitled to vote for 
trustees, but for a long period of years not more than 200 votes 
have been cast at any election. The voters who vote personally 
have generally been employees of the company or of subsidiary 
companies. The policy holders are entitled to vote by proxy, 
but as a rule proxies have not been used. In order to secure 
the continuity of the management and to guard against an upris- 
ing of policy holders, proxies to the extent of 20,000 or more 
were held by President Richard A. McCurdy and Vice-President 
Robert A. Granniss, having been obtained, under suitable instruc- 
tions, by the local managers. These proxies, unless revoked, run 
for ten years, and it has been found that the privilege of revoca- 
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tion is rarely exercised. The oflScers have not found it necessary 
to use these proxies as there has not been a contiested election. 
But through their proxies and the command of the machinery 
by which proxies could easily be obtained, executive oflScers have 
been in actual control, and in eflfect have been able to choose the 
members of the Board of Trustees through whom in turn they 
themselves have been continued in oflSce. The result has been 
an autocracy, maintained almost without challenge. Whatever 
efforts have been directed against it have proved abortive. 

Mr. McCurdy was president for about twenty years, and for 
the preceding twenty years was vice-president. Mr. Granniss 
has been the vice-president for twenty years, and before he held 
that oflSce had long been second vice-president. And through 
the process above described the otter oflScers, have been chosen 
and advanced. The provisions of the by-laws reflect the concen- 
tration of power. Section 11 provides: 

"The president shall also have the general direction and 
superintendence of the affairs and of the oflScers of the com- 
pany and shall establish rules and regulations for the con- 
duct of the business of the company and for the direction 
of its oflScers. He may from time to time devolve the per- 
formance of his duties upon any one of the vice-presidents 
under the designation of acting president. He may suspend 
or remove any agent, manager or general agent at pleasure ; 
and in all cases in which the duties of the subordinate oflS- 
cers, employees and agents of the company are not specially 
prescribed by its by-laws, or by resolution of the board, they 
shall obey the orders and instructions of the president." 
It is provided in section 15 that the vice-presidents (two in 
number since 1903) "shall assist in discharging the duties of 



Digitized byVrrOOQlC 



No. 41.] 7 

the president as they may be directed by him," that "a second 
vice-president shall assist the president and vice-presidents in the 
discharge of their duties as directed by the president," and that 
"a third vice-president" in immediate charge of the company's 
ofiSce building shall "discharge such other duties as may be 
assigned him by the president." The by-law concludes: "The 
president and vice-presidents are authorized to delegate such 
portions, of their duties or powers as may be deemed advisable 
by them to an executive oflScer to be called the General Manager." 
It does not appear that the Board of Trustees exercised any 
effective check upon the management. The trustees purported 
to act through six standing committ^s, to wit, a Finance Com- 
mittee, Committees on Agencies, Insurance, Mortuary Claims, 
Exi)enditures and an Auditing Committee. These committees, 

apart from the Finance Committee, have not exercised close or 

• 

adequate supervision over the matters committed to their charge. 
The Committee on Agencies did not supervise the most important 
of the agency contracts. The Committee on Expenditures per- 
mitted large disbursements without proper vouchers and the 
Auditing Committee failed properly to audit the company's ac- 
counts. The warrant or approval of executive oflScers was 
deemed a suflScient guaranty of the propriety of contracts and 
"disbursements. The Finance Committee, however, assumed 
direct charge of the matter of investments. 

It was natural that the exercise of practically irresponsible 
I)ower by executive officers should result in extravagance and 
disregard of the interests of policy holders. Salaries were enor- 
mously increased. The president's salary, fixed at |30,000 be- 
tween 1877 and 1885, and at |50,000 from 1886 to 1892, was 
increased to |75,000 in 1893, to |90,000 in 1895, to |100,000 in 
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1896 and to f 150,000 in 1901. The vice-president's salary, which 
was 120,000 for the greater part of the time between 1877 and 
1888, became f27,500 in 1890, |30,000 in 1892, |37,500 in 1895, 
140,000 in 1896 and |50,000 in 1902. Another vice-president was 
• added in 1902 at a salary of $30,000. The salary of the second 
vice-president was f7,200 in 1877, and became f 17,400 in 1899. 
The treasurer's salary, which was f 14,000 in 1885, was gradually 
increased until it reached $40,000 in 1896. The general manager 
received f20,000 in 1891, and was paid $30,000 from 1902. 

These salaries were not fixed by the Board of Trustees and 
apparently the board has no knowledge of them. They were 
not fixed by any one of the standing committees. Section 36 of 
the By-laws relating to the Finance Committee provides: "It 
shall also determine all questions of salary and compensation for 
services when not fixed by the board, the president or another 
appropriate committee." In practice it seems that about twenty 
years ago a sub-committee on salaries was appointed by the 
Finance Committee, and this sub-committee of two or three mem- 
bers determined the salaries of the executive officers in all sub- 
sequent years. Its proceedings were not known to the other 
members of the Finance Committee, and the matter was so 
treated that the large increases in the president's salary appear 
to have been known only to two members of the sub-committee 
on salaries and to the president himself. 

Relatives have been conspicuously favored. Robert H. Mc- 
Curdy, the president's son, was graduated from college in 1881. 
After a year of foreign travel he entered the office of C. H. 
Raymond & Co., the general agents of the compiany for the 
Metropolitan district (New York City), and in 1883 became a 
member of that firm with a one-quarter interest, which within 
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a few years was increased to a one-half interest. He remained 
a member of the firm until 1892, and after his retirement still 
continued to receive his share of the renewal commissions upon 
business previously written. The record shows the amount paid 
him out of the net profits of the firm from 1889, as follows : 

1889 ?40,748 11 

1890 61,903 12 

1891 55,001 76 

1892 63,484 36 

1893 61,635 06 

1894 50,371 39 

1895 52,077 78 

1896 '. . . . 46,261 85 

1897 41,389 47 

1898 : 30,750 48 

1899 17,646 94 

1900 • 7,523 99 

1901 1,258 19 

1902 288 13 

1903 213 14 

1904 235 14 

Total . . 1530,788 91 



Late in 1885 the company decided to do business in foreign 
countries and in January, 1886, Robert H. McCurdy was ap- 
pointed Superintendent of the Foreign Department, with a con- 
tract giving him as compensation for his services five per cent, 
commission upon all premiums from the foreign business. As 
the business increased the rate of commission was reduced at his 
request, until in 1897 it was fixed at one per cent, on first year's 
premiums and on seven renewal premiums ; and in 1901 the com- 
misfiion on first year's premiums was relinquished. 
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The commissions received by Mr. McCurdy on the foreign busi- 
ness were as follows : 

1886 1891 58 

1887 '. 10,781 61 • 

1888 : 23,522 61 

1889 42,456 41 

1890 33,243 87 

1891 . . 51,626 07 

1892 46,601 04 

1893 58,487 32 

1894 . . 69,202 20 

1895 75,422 63 (to Aug. 31) 

1896 . . 81,265 33 

1897 81,201 08 

1898 78,485 00 

1899 81,973 66 

1900 91,088 47 

1901 .' 89,701 78 

1902 99,158 15 

1903 99,175 99 

1904 .- 91,531 79 

1905 62,573 70 

Total 11,268,390 24 

Prior to 1893 one-half of these commissions was paid by Mr. 
McCurdy to Mr. Raymond, and he also paid to Mr. Raymond one- 
half of the amount subsequently received as renewal commissions 
upon business previously written. These renewal commissions 
are embraced ' within the totals above given, but their exact 
amount has not been ascertained. 

In June, 1903, Mr. McCurdy resigned as Superintendent of the 
Foreign Department, and was elected general manager of the 
company at an annual salary of |20,000, which in July, 1904, was 
increased to f30,000. He also received for traveling expenses in 
1904, covering three trips, about f 3,800. 
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Mr. Louis A. Thebaud, the son-in-law of the president, suc- 
ceeded Robert H. McCurdy as Mr. Raymond's partner in 1893, 
receiving at the outset fin interest of one-quarter, which in 1896 
was increased to one-half, in 1902 to two-thirds, and in 1903 to 
three-quarters. The net profits of C. H. Raymond & Co. from 
1893 to 1904, inclusive, separately stated as to first year's com- 
missions and renewals, after deducting amounts paid Xo sub- 
agents and expenses, were as follows : 



Net First Year's Net Renewal Total Net 

Ye&r. Commissions. Commissions. Commissions. 

1893 $52,066 69 $74,006 40 $126,073 09 

1894 5,640 59 90,112 13 84,47154 

1895 49,789 27 150,846 72 200,635 99 

1896 78,164 40 112,430 88 190,595 28 

1897 74,808 74 115,442 52 190,251 26 

1898" 61,110 85 134,635 80 195,746 65 

1899* 89,516 06 139,912 97 229,429 03 

1900 73,064 20 163,875 33 236*,939 53 

1901... 42,552 90 161,^84 00 204,437 56 

1902 63,850 44 180,368 69* 244,219 13 

1903 69,203 62 169,293 76 238,497 38 

1904 72,825 59 175,00108 247,826 67 



$732,593 35 $1,667,810 94 $2,389,123 11 



Mr. Thcbaud's share of these profits was as follows : 



Year. 1st Year's. Renewals. Total. 

1893 $12,583 25 $12,583 25 

1894'".' ' > $2,083 07 2,083 07 

1895 10,759 74 21 ,334 51 32,094 25 

1896" " ' 39,188 37 17,680 95 56,869 32 

1897*' 42,970 05 20,847 74 63,817 79 

1898"" 22,955 08 40,317 69 63,272 77 

1899* ' 45,685 62 48,343 54 94,029 16 

1900 27,882 08 67,773 89 95,655 97 

1901 29,14122 68,093 53 97,834 75 

1902 40,097 08 87,361 10 127,458 18 

1903 49,246 56 90,208 43 139,455 05 

1904..... ~ 48,000 00 99,687 74 147,687 74 



$368,509 05 $562,332 25 $932,841 30 
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These profits were made possible by the allowance to C. H. 
Raymond & Co. of special and exorbitant rates of commission 
which were not justifiable from any poi^t of view. There are 
other cases which need not be particularized, where it would seem 
that special favors have been shown to relatives of executive 
ofiicers. 

The disbursements classified as "legal expenses" have been 

very large. Thus in 1904 they amounted to f364,251.95, while 

those of the ^ew York Life and Equitable for the same year were 

1172,698.42, and J204,019.25 respectively. The following are the 

"legal expenses" of the Mutual for a series of years: 

1898 ?266,403 95 

1899 286,048 74 

1900 304,756 85 

1901 243,516 78 

1902 /. 215,989 64 

.1903 347,003 81 

1904 ." 364,254 95 



It has been impossible to examine these disbursements in detail, 
but it sufiBciently appears that the expenses were far in excess of 
the amounts required for legitimate purposes. Nor were they 
subject to any proper system of accounting. For a considerable 
period it has been the practice for the Committee on Expendi- 
tures to authorize the payment to its chairman of $25,000 every 
few months, or from $75,000 to $100,000 a year, upon the request 
of one of the executive oflScers. The persons to whom the moneys 
were to be paid by the company or the services if any, for which 
the payment was to be made, were not known to thc^ committee, 
and the only voucher was the receipt of the chairman of the com- 
mittee who received and paid over the money in cash. There was 
no reason for this practice save to conceal the purposes for which 
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the moneys were used, and it obviously facilitated improper 
payments. 

There were also a large number of payments charged to legal 
expenses which were made upon the recommendation of one 
Andrew O. Fields, who for many years was the head of the 
"Supply Department." He was in actual charge and gave a 
large part of hie time to matters of legislation. For many years 
the company maintained under his care a house at Albany, and 
through him and his agents a close watch was kept upon the pro- 
ceedings of the Legislature. The rent of this house, the supplies 
there consumed, and the wages of the cook and other servants, 
were charged to " legal expenses." Fields left for parts unknown 
soon after the (Committee began its hearings and it has not been 
able to procure his testimony. It appears, however, that he 
acted also for the Equitable and from their records have been pro- 
duced a series of memoranda of instructions sent Fields by 
Thomas D. Jordan, its comptroller, whose whereabouts the Com- 
mittee has been unable to ascertain although it has made diligent 
effort to do so. It may be supposed that Fields' work on behalf 
of the Mutual was at least as comprehensive as in the case of the 
Equitaile, and his instructions from the latter show an exceed- 
ingly wide range of supervision of matters of legislation. 

There were general instructions and also numerous specific 
commands during the session directing that particular bills 
should be opposed, "killed" or supported. To illustrate their 
nature and scope we quote a few as follows : 

"Feb. 8, 1898. 
Memorandum for Mr. F. : 

Referring to Assembly Bill, Int. 248, as the three com- 
panies are opposed to it, it seems to us that it should be 
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killed. Will you not be. good enough to give me, at your 
early convenience, the exact situation with regard to it now. 

(Signed) T. D. J." . 

"Feb. 21, 1898. 
Memorandum for Mr. P.: 

- Assembly Bill, Introductory 709, introduced by Mr. Sulli- 
van should be killed. 

(Signed) T. D. J,'' 

"Mar. 25, 1898, 
Memorandum for Mr. P.: 

I desire to call your attention to the following bills, both 
of which are objectionable to us: 

Bill 709, introduced by Mr. Sullivan, to incorporate the 
New York Water & Electric Power Co. and to define its 
powers. This has been amended and. re-committed. 

Bill (Senate) introduced March 18th, No. 434, Senator 
Munzinger, to incorporate the New York Water & Electric 
Power Co. and to define its powers, which came before the 
Committee of the Whole of the Senate. 

(Signed) T. D. J." 

"Pbb. 20, 1899. 
Memorandum for Mr. P.: 

Please note the following three bills recenrtly introduced 
In the Legislature which we do not wish passed: 

Assembly, No. 630, by Mr. Ten Eyck, referred to Committee 
of Genei*al Laws, an Act to amend the Stock Corporation 
liaw by inserting a new section to be known as Section 57 
In relation to furnishing of statements of lots of stockholders. 

Assembly, No. 782, by Mr. Hill, referred to Committee on 
Insurance, an Act to amend Section 56 of the Insurance Law 
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in relation to actions and proceedingB against insurance 
corporations. 

Senate, No. 448, by Senator Ellsworth, an Act to amend 
the Insurance Law in regard to actions and proceedings, sam^ 
as Assembly No. 782. 

I return herewith the proposed amendment relating to dis- 
tribution of surplus to policy holders which you sent me. Of 
coun^ we are opposed to it. 

(Signed) T. D. J.'* 

"Apr. 4, 1899. 
Memorandum for Mr. P.: 

I desire to call your attention to the following bills in 
which we are interested : 

Assembly, No. 1050 — Mr. Mangin — in relation to the mode 
of assessment of banks and corporations holding trust funds. 

No. 1216 — Sheeneck — ^regarding fees for bond and mort- 
gage loan application. 

Int. No. 30 — Finn — ^relative to taxation of banks and trust 
companies. 

No. 175 — Miles — regarding the rate of interest. 

Senate, No. 565— Mitchell. This bill should be killed. 
Act provides that whenever surplus of any domestic life 
insurance company shall exceed three per cent, of the amount 
of insurance outstanding such excess shall be distributed. 

The same bill is also in the Assembly, No. 938 — Grossman. 

(Signed) T. D. J." 
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"Feb. 13, 1900. 
Memorandum for Mr. P.: 

We are opposed to Assembly bill, Int. 627, Mr. Eagan, en- 
titled ^ An Act to provide for greater security in hotels, inns, 
taverns and tenement houses.' 

(Signed) T. D. J." 

"Jan. 7, 1901. 
Memorandum for Mr. F. : 

I notice that Senator Slater has introduced a bill Int. 18. 

Please bear in mind that if it aflfects Suffolk County we are 

opp5sed. 

(Signed) T. D. J." 

" Mab. 28, 1901. - 
Memorandum for Mr. F.: 

Please note we are opposed to Assembly bill 1308 — ele- 
vators in tenement houses — and also note that 852" — [As- 
semblyman] "Reardon— in relation to the examination of 
books of account by stockholders has been advanced. We 
are opposed to this bill, of course. 

(Signed) T. D. J." 

"Jan. 20, 1902. 
Memorandum for Mr. F. : 

Please note that we are vigorously opposed to Senate bill 

Int. 150 — Malby. I want to keep track of this measure until 

it is killed. 

(Signed) T. D. J." 

"Jan. 31, 1902. 

Memorandum for Mr. F.: 

We are vigorously opposed to Assembly bill Int. No. 272 — 

Robinson — ceding to the Town of Islip certain water rights. 

(Signed) T. D. J." 
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"Pbb. 10, 1902. 
Memorandum for Mr. F. : 

I desire to again call your attention to Senator Malby's 

bill, No. 150. We are opposed to this measure tooth and 

nail. 

(Signed) T. D. J.'' 

"Jan.' 23, 1903. 
Mr. a. C. Fields, 

C/o Mutual Life Insurance Company, 

32 Nassau Street, New York City. 
Dear Sir — Referring to Albany matters during the pres- 
ent session, please note that we will be interested in all 
banking and insurance measures, taxation schemes and bills 
affecting particularly the following interests: 

Safe deposit companies, banks, trust companies, street 
railways and all measures affecting Suffolk County, New 
York franchises, water rights, land under water, transpor- 
tation, eitc. 

Yours very truly, 

(Signed) T. D. Jordan, Comptroller.^^ 
A similar general instruction was given on January 7, 1904 : 

"Jan. 14, 1904. 
Mr. a. C. Fields, 

C/o Mutual Life Insurance Company, 

32 Nassau Street, New York City. 
Dear Sir — Please note that in addition to the other inter- 
ests we would like looked after during the present session 
of the Legislature, we would be glad to have you watch all 
bills pertaining to public places of amusement. 

Yours truly, 

(Signed) T. D. Jordan." 
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"Jan. 25, 1904. 
Memorandum for Mr. F. : 

Please note that we are opposed to Assembly Int. No. 13 — 
, Finch — ^and also Senate Int. 46 — ^Frawley. 

(Signed) T. D. J." 
These bills were to safeguard the lives of patrons of theatres, 
music halls and other places of amusement. 

"Feb. 3, 1905. 
Memorandum for Mr. F. : 

Please note that we are opposed to Senator Stevens' bills 
Int. 165 and 166, amending the Banking Law in relation 
to the amount which a bank or trust company may loan, 
and amending the Banking Law with reference to a semi- 
annual examination by directors. 

Senator Davis' bill — Int. 130 — we are not in favor of, but 
do not consider it sufficiently important to take action. 

(Signed) T. D. J." 

"Feb. 14, 1905. 
Memorandum for Mr. F. : 

We are of course decidedly opposed to Mr. O'Neill's As- 
sembly bill Int. 538, amending the Insurance Law in rela- 
tion to the distribution of surplus of life insurance corpora- 
tions. 

(Signed) T. D. J." 

Fields for some time was a member of the Democratic State 
Committee, and for many years has taken an active part in the 
politics of Westchester County, but his work in connection with 
legislation was done quietly and without attracting much atten- 
tion to himself. At times members of the Senate, while serving 
on its Insurance Committee, lived at his house in Albany, which 
the Mutual maintained. This was true of Senator William J. 
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Qraney, and in 1903, during his last term, of Senator Charles P. 
McClelland. Mr. McClelland testified that he consented to be 
Fields' guest at Albany, because of a friendship of long standing, 
and that he knew nothing of any effort on Fields' part improperly 
to influence legislation. Mr. McClelland was under retainer of 
the Mutual for some years, and rendered services relating to 
proposed or pending legislative bills, but this was not while he 
was a member of the Legislature. A former clerk of Fields, on 
his recommendation, and that of Mr. McClelland, was appointed 
in 1896 an examiner in the State Insurance Department, and still 
continues in such service. 

The testimony taken by the Committee makes it abundantly 
clear that the large insurance companies systematically at- 
tempted to control legislation in this and other states which 
could affect their interests, directly or indirectly, and that in 
this effort Fields, who concerned himself mainly with this State, 
played a most important role. The three companies divided the 
country, outside of New York and a few other states, so as to 
avoid a waste of effort, each looking after legislation in its 
chosen district and bearing its appropriate part of the total 
expense. The district of the Mutual comprised Virginia, North 
Carolina, Alabama, Kentucky, Ohio, Michigan, Minnesota, Wash- 
ington, Oregon and New Mexico ; the New York Life had Indiana, 
Illinois, Wisconsin, Iowa, Nebraska, Kansas, Missouri, Tennes- 
see, Indian Territory and Oklahoma; and the Equitable had 
Maryland, South Carolina, Georgia, Louisiana, Mississippi, 
Texas, Colorado, Arkansas, California and Nevada. The rest 
of the country was regarded as open, although the Mutual had 
particular care of matters in the New England and Middle 
States and in the District of Columbia. These efforts involved 
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the expenditure of large sums. Considerable amounts charged 
to legal expenses, and the payment of which was authorized by 
executive officers were paid out on vouchers which failed to dis- 
close with any suitable particularity the consideration for the 
payments. The whole matter was under the direct charge of the 
executive officers and nothing that could properly be called an 
accounting was required at their hands. 

In addition the Mutual made large contributions to political 
campaign funds, which it is understood comprise a part of the 
items of " legal expense." These contributions are not identified 
by proper entries and in view of the unsatisfactory condition of 
the accounts and vouchers it cannot be said with any assurance 
of certainty that the evidence discloses all the payments which 
have been made of this description. But it appears that contri- 
butions were made to the Republican National Committee of 
about $40,000 in 1904, $35,000 in 1900, and f 15,000 in 1896; and 
that 12,500 was contributed last year to the Republican Congres- 
sional Committee. Though President McCurdy testified that he 
had not heard of any contributions by the Mutual for State or 
local campaigns, it appears from the testimony of Senator Piatt 
that the Mutual from time to time contributed f 10,000 to the 
Republican State Committee, and it is Senator Piatt's recollec- 
tion that the payments were made in response to his request to 
President McCurdy. It is apparent that contributions by insur- 
ance companies for use in State campaigns were made with the 
idea that they would be protected in matters of legislation. 
Senator Piatt testified that it was supposed that an advantage 
would be derived through his relation to the State Committee 
and that he would be ready to respond to an appeal for assist- 
ance in case hostile me^^upes w^r^ mreaten^dj in shprt, that the 
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use of the contributed moneys in the election of candidates to 
ofiSce would place them under more or less of an implied obliga- 
tion not to attack the interests supporting them. 

The " Supply Department " under Fields' charge had superin* 
tendence of supplies of various sorts, including printing and sta- 
tionery. The total amount reported to the Insurance Depart- 
ment under the head of "Advertising, printing, stationery, and 
postage " for the year 1904 was 41?134,833.76, while the amounts 
reported for that year by the ^ew York Life and the Equitable 
under the same heading were |851,284.66 and |772,645.50 re- 
spectively. The Mutual, according to its books, has expended 
for printing and stationery alone the following amounts in re- 
cent years : 

1898 1473,523 84 

1899 ^81,783 21 

1900 591,202 97 

1901 519,750 30 

1902 627,984 23 

190S 680,849 35 

1904 601,101 21 



By far the greater part of this printing and stationery was 
obtained from L. W. Lawrence & Co. and the Globe Printing Co., 
without inviting competition. Both concerns were owned and 
managed by Lysander W. Lawrence, who has had a place of- 
business on the ^rst floor of the Mutual Life Building in New 
York City, his premises communicating directly with the supply 
department. Since these matters attracted attention it has been 
impossible to serve Lawrence with a subpoena. 

Large sums have also been expended in the attempt to influ- 
ence public opinion through the press by the insertion of so-called 
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'^reading notices/' tliat is to say by disguised advertising and 
by payments to newspaper correspondents and news writers for 
presumably similar services. Even during the hearings of the 
Committee colored statements of its proceedings, intended to 
place the oflScers of the company in a favorable light, were sent 
out by the Mutual to numerous papers throughout the country 
and published at a cost of one dollar a line. 

It has been estimated by the treasurer of the company that 
pursuant to economies planned as a result of the disclosures of 
the investigation upward of a million dollars will be annually 
saved, and of this there will be an easy saving in the "supply 
department and the advertising and literary department, which 
go together," of about |300,000 a year. 

The accounts and vouchers both of " Legal Expenses " and of 
the " Supply Department " are not in satisfactory condition. It 
may be questioned whether in many cases the persons signing the 
vouchers have actually received the moneys receipted for. It 
would seem that the Committee on Expenditures habitually au- 
thorized or approved any payment requested by the head of a 
department and initialed by one of the vice-presidents. Fre- 
quently the committee was not in a position to know and did 
not know the facts bearing upon the propriety of the expendi- 
ture. Many of the vouchers furnished are too general, to supply 
proper information; and in other cases the large amounts ex- 
pended, as e. g. for advertising, printing and stationery, travel- 
ing, etc., demand an examination which shall go beyond a mere 
checking of vouchers, however detailed. It is clear that in the 
interests of the policy holders the accounts of the company 
should be thoroughly examined in order that the extent to which 
moneys have been misapplied, and the responsibility for any mis- 
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application which may be shown, should be definitely determined. 
In view of the magnitude of its labors it was not possible for 
your Committee to undertake this task, which appropriately 
devolves upon those charged with the supervision of the com- 
pany's affairs. 

The total admitted assets and the liabilities of the Mutt^al on 
December 31st, 1904, are thus classified in its annual statement: 

Assets: 

Book value of real estate $34,701,700 61 

Mortgage loans on real estate 102,027,893 42 

Collateral loans 11,210,000 00 

Loans made to policy holders on this company's 

policies assigned as collateral 23,277,736 49 

Book value of bonds and stocks owned 217,380,752 73 

Cash in office and in banks 17,973,159 59 

Agents' balances 836,202 69 

Suspense account 885,870 20 

Interest and rent due and accrued 3,260,206 56 

Market value of bonds and stocks over 'book 

value 25,810,689 51 

Net amount of uncollected and deferred pre- 
miums 5,337,115 42 

1442,701,327 22 
Deduct assets not admitted: 

Agents' balances |837,085 86 

Suspense account 885,870 20 

1,722,956 06 

Total admitted assets 1440^978,371 16 

Liabilities: 

Net reserve 1362,345,355 00 

Unmatured supplementary contracts not in- 
volving life contingencies 1,290,000 19 

Policy claims 2,065,542 20 
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Supplementary contracts due and unpaid. |1,068 39 

Premiums paid in advance 695,468 43 

Salaries, rent, commissions and other accounts 

due or accrued ', ; 48,730 57 

Dividends or other profits due policy holders. . 174,387 95 

Reserve for contingent guaranty fund 71,457,818 43 

Surplus to be apportioned in 1905 2,900,000 00/ 



1440,978,371 16 

Of the real estate approximately 133,000,000 represented the 
book value of office buildings and real estate other than that 
acquired through foreclosure. Although this book value, owing 
to large reductions, is several millions less than cost, the average 
returns were less than three per cent. The main office building 
in New York was valued at fl7,277,103.81. The methods by 
which reductions in book value were accomplished is discussed 
hereafter. 

It will be noticed that the greater part of the company's assets 
consisted of bonds and stocks, having a claimed market value of 
$243,191,442.24. The income from these for the year 1904 was 
at the rate of 4.63 per cent, on the book value, or 4.14 per cent, 
on the market value. 

The securities owned on June 30th, 1905, are classified as 
follows: 

Par Value, Book Value. Market Value Net. 

Government and Munici- 

bonds $19,624,137 41 $18,666,988 75 $19,049,608 65 

Kailroad and miscellane- 
ous bonds 166,347,320 00 163,187,254 16 167,198,370 55 

Stocks 33,315,600 00 52,588,739 46 73,656,229 68 

The following is a list of the stocks of banks and trust com- 
panies owned on June 30th, 1905, with their cost, rate of return, 
market value and dividends : 
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The Mutunl owns a majority of the stock of the United States 
Mortgage and Trust Company, and in eflfect controls the Guaranty 
Trust Company. Its officers and members of its Finance Com- 
mittee have considerable interests in several of the banks and 
trust companies in which the Mutual is interested, and its de- 
posits have been largely used to promote the success of these 
companies. The following indicate the amounts carried as 
balance in 1904: 
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Most of the accounts have been inactive, the plan having been 
to leave certain amounts on deposit with companies in which the 
Mutual was interested. The rate of interest allowed has usually 
been two per cent. In one case, that of the Momstown. Trust 
Company, where |250,000 was left on deposit, three per cent, was 
paid on accounts of. many other depositors, including the indi- 
vidual account of President McCurdy. 

While the investigation by this Committee has been in progress 
the company has adopted a different policy with regard to its 
bank deposits, and the amount of its total balances fell as low as 
17,662,382.77 on December 27, 1905, distributed as follows: 

December 27, 1905. 

National Bank of Commerce 13,543,963 55 

First National Bank 1 243,807 22 

Merchants' Exchange National Bank 57,948 70 

American Exchange National Bank % . 184,400 55 

Guaranty Trust Co.. 250,000 00 

United States Mortgage and Trust Co 250,000 00 

Central Trust Co 250,000 00 

Metropolitan Trust Co 100,000 00 

Fifth Avenue Trust Co : 150,000 00 

Title Guarantee and Trust Co 250,000 00 

Morton Trust Co 250,000 00 

Mutual Alliance Trust Co 250,000 00 

Lawyers' Title Insurance and Trust Co 250,000 00 

Brooklyn Trust Co 150,000 00 

National Bank of the Republic, Boston 50,000 00 

Morristown Trust Co 100 000 00 

Commercial Trust Co. of New Jersey 150,000 00 

Girard Trust Co., Philadelphia 150,000 00 

Industrial Trust Co., Providence 150,000 00 

Bank of Montreal 185,459 06 

Agency Deposits 627,159 00 
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Cashier: 

Bill8 f.59,808 00 

Currency 1,677 82 

Memo. 8,158 87 



169,644 69 



17,662,382 77 



The rate of interest on the inactive accounts has been raised to 
two and one-half per cent. 

Apart from its investment in the stock of the United States 
Mortgage and Trust Company, the Mutual has invested largely 
in the debentures of that company, which are issued against 
bonds secured by mortgage upon real estate. The United States 
Mortgage and Trust Company pays one-half per cent, less upon 
its debentures than it receives upon the bonds and mortgages 
securing them. On June 30, 1905, the Mutual had upward of 
15,000,000 invested in these, debentures. 

In addition to its investments in the stock banks and trust com- 
panies, the Mutual has large holdings of the stocks of railroad 
corporations, to wit (as of June 30, 1905) : 
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It has also been the practice of the Mutual to' take participa- 
tions in the underwriting of syndicates formed to place securities 
upon the market. The Mutual was also a purchaser of securities 
in large amounts from syndicate managers. In these syndicates 
officers and members of the Finance Committee have in many 
cases participated, with the result that not only has the xiom- 
pany joined in underwritings foreign to the purpose of its organi- 
zation, but through its purchases of securities its officers and 
those controlling its investments have largely profited. Consid- 
erable testimony has been taken with reference to transactions of 
this sort but the details are too numerous to permit their inclu- 
sion in this report. The profits of the company 'from these 
syndicate transactions from 1897 to 1905 have been stated to be 
fl,622,504.30. These profits have been mentioned, with much 
insistence, as justifying the syndicate participations, and it is 
further urged that the investments of the company have, on the 
whole, been conspicuously successful. The net credits to the 
profit and loss account from securities sold from January 1", 1895, 
to September 30, 1905, inclusive, amount to f 12,786,429. But it 
is evident that those managing its financial afi'airs have been in a 
position by reason of relation to other companies and to financial 
enterprises, without violating the accepted traditions or depart- 
ing from the standards of the company's management, to greatly 
advance their personal fortunes through the exercise of their dis- 
cretion as trustees. It has been impossible within the time at the 
command of your Committee to ascertain the full extent to which 
advantage has been taken of such opportunities. 

In the case of the Lawyers' Mortgage Insurance Company a^ 
offer was made to the President of the Mutual of 1,000 shares of 
increased stock at a j)r.ice which would have proved an advaju- 
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tageous investment for the company, but the matter was not 
broughjt to the attention of the Finance Committee. President 
McCurdy, Vice-President Granniss, Treasurer Cromwell and 
Messrs. Juilliard, Jarvie, Haven and Iselin of the Finance Com- 
mittee made a joint purchase of the shares on their individual 
behalf. Within a tew months th« shares advanced fifty per cent, 
and more in value and several of the participants closed out their 
int€frests. Treasurer Cromwell and Messrs. Haven and Iselin 
testified that they had no knowledge of the offer of the shares to 
the company. This also appears to have been the case with Mr. 
Jarvie, who through his connection with the enterprise would, in 
any event, it is said, have been entitled to subscribe for shares to 
an amount equivalent to that which he actually received. 

Although 112,786,429 were the net gains on sales of securities 
for ten and three-quarter years, only a small part of this amount 
appeared in the annual statements as a portion of the yearly 
profits for either present or deferred distribution to policy 
holders. It was the practice of the company to carry these gains 
to the profit and loss account, to which from time to time were 
charged large amounts for the purpose of reducing the book 
values of real estate. The treasurer at appropriate periods 
would send to the auditor a correct statement of the net gains 
on securities and these were shown by the auditor to the presi- 
dent, who would give instructions as to the adjustments to be 
made in the values of real estate. It does not appear that these 
reductions were required by any actual losses, but the apparent 
purpose was to show larger percentages of income from real 
estate investments. The record shows the following amounts 
charged to the profit and loss account on real estate "adjust- 
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ments '' from 1898 to 1905, which in eflfect were charged against 
the gains from sales of securities : 

1898, Office buildings fl,069,173 75 

1900, Nassau, Cedar and Liberty Streets 507,065 31 

1901, Nassau, Cedar and Liberty Streets 1,350,000 00 

1904, Nassau, Cedar and Liberty 

Streets f500,000 00 

Philadelphia 427,625 47 

Boston 120,000 00 



1905, 

June 30, Nassau, Cedar and 

Liberty Streets. . . . f 2,750,000 00 

Boston 240,000 00 

Philadelphia 930,000 00 

Buffalo 330,000 00 

Little Rock 10,000 00 

Sidney, Australia .. . 300,000 00 

Paris 190,000 00 

Capetown 250,000 00 



1,047,626 47 



5,000,000 00 



By its form of annual statement the New York Insurance De- 
partment requires each company to state under the head of in- 
come " profit on sale or maturity of ledger assets " and under the 
head of disbursements " loss on sale or maturity of ledger assets," 
the obvious object being to require such a particularized state- 
ment as will show actual profits and actual losses and not a mere 
balance, much less a forced balance, by marking down book 
values. By its practice of reporting the balance ot its profit and 
loss account after making the aforesaid debits, the Mutual has 
evaded this requirement. In 1904 its actual net gains from the 
sales of securities amounted to $1,036,410 and the balance of its 
profit and loss account after taking into consideration actual gain 
3 
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and losses and without the re^l estate adjustments, would have 
amounted to f 1,047,625.47. No part of this sum was reported in 
its annual statement. The entire amount of this net gain was 
charged off by the debit to the profit and loss account of an 
equivalent sum in order to reduce book values of real estate. 
The verified statement to the Department showed neither gains 
nor losses from sale and maturity of ledger assets. 

In 1905, although to September 30th there had been an actual 
net gain on sales of securities of $2,076,291, this amount has been 
wholly wiped out by the charge to the profit and loss account of 
$5,000,000 for real estate " adjustment " on Juna30, 1905, so that 
the profit and loss account shows an apparent loss on September 
30th of 12,898,058.30. 

Despite extravagant and improper outlays the MutuaVs assets 
have largely increased. It may be that a conservative valuation 
of its properties with a view to the possibility of immediate reali- 
zation upon its securities would to some extent reduce its appa- 
rent surplus, but there would seem to be no reason to doubt its 
entire solvency and its possession of a large amount of assets in 
excess of all its liabilities including its legal reserve. 

The business of the Mutual has enormously expanded within 
^•ecent years. In twenty years its outstanding insurance has in- 
creased from 1368,952,337 to |1,547,611,660, and its annual pre- 
mium income from |14,768,902 to |62,932,097, and during the 
same period its surplus has risen from |6,943,764 to $74,357,818 
(including surplus to be apportioned in 1905). But this notable 
expansion has not been of advantage to its policy holders. It 
has served as an excuse for the increase of expenses and for lavish 
payments to officers and agents. It may here be noted that the 
agency system of this company was previously that of operating 
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through general agents, with liberal renewal commissions, against 
which the company advanced large sums of money; it more re- 
cently has been changed to the system of salaried general agents, 
with large brokerage commissions for solicitors and no. renewal 
commissions, while the volume of business, of premium income 
and of surplus has increased, the returns to policy holders by way 
of dividends have diminished. In 1885, when the premium income 
was 114,768,902 and the total income f20,214,954, the dividends 
to policy holders were $3,183,023 and the total payments to policy 
holders |14,402,050, the expenses being only f3,134,452. In 1904, 
when the premium income was f62,932,097 and the total income 
181,002,984, the dividends to policy holders were f2,074,207, the 
total payments to policy holders were f34,484,275, and the ex- 
penses $16,898,456. It is not simply that the distribution of divi- 
dends has been deferred. The plan of deferring dividends for 
long periods, which will be examined more critically later, has 
undoubtedly facilitated large accumulations, providing appa- 
rently abundant means for doubtful uses on the one hand, while 
concealing on the other the burden imposed upon the policy hold- 
ers by the costly efforts to obtain new business. Annual dividends 
have been largely reduced, and deferred dividends, when the time 
for distribution has arrived, have fallen far short of expectation, 
causing severe criticism on the part of policy holders. 

The comparison of the estimated and actual results upon de- 
ferred dividend policies, taking a policy of $1,000, issued at age 
forty, and the issues of 1886, 1891 and 1895, as illustrations, 
shows the following: 
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274 00 


(1901) abt.177 00 


504 00 


(1906) 294 87 


149 00 


(1896) 117 67 


305 00 


(1901) abt.200 00 


560 00 


(1906) 341 28 


174 00 


(1896) 142 21 


357 00 


(1901) abt.240 00 


658 00 


(1906) 424 89 
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Age '40 — Estimated Surplus and Actual Results, Distribution 

Policies. 



ISSUED IN 1886— ESTIMATES OF 1886. 
Period. 
Year. Estimated. ActuaL 

Life 10 $135 00 (1896) $104 26 

Life 15 

Life.....: 20 

20 Payment Life 10 

20 Payment Life 15 

20 Payment Life 20 

20 year Endowment 10 

20 year Endowment 15 

20 year Endowment 20 



ISSUED IN 1891— ESTIMATES OF 1891. 

Life 10 

Life 15 

Life 20 

20 Payment 10 

20 Payment .^ 15 

20 Payment 20 

20 year Endowment 10 

20 year Endowment 15 

20 year Endowment 20 

ISSUED IN 1895— ESTIMATES OF 1895. 

Life 10 $101 29 (1905) $60 00 

Life 15 212 00 

Life 20 456 00 

20 Payment 10 104 86 (1905) 69 60 

20 Payment 15 232 69 

20 Payment. 20 546 20 

20 year Endowment 10 114 36» (1905) 86 93 

20 year Endowment 15 292 25 

20 year Endowment 20 690 04 



It may be noted that in 1905 42 per cent, of those who had taken 
ten-year dividend term policies and 44 per cent, of those who had 
taken fifteen-year dividend term policies, expiring in that year, 
had survived. 



$109 00 


(1901) 


$80 33 


242 00 


(1906) 


148 50 


522 00 






115 00 


(1901) 


92 87 


299 00 


(1906) 


172 16 


645 00 






154 00 


(1961) 


115 47 


342 00 


(1906) 


214 77 


837 OC 
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In I'ecent years the company has been most seriously remiss in 
the published illustrations furnished to its agents of the returns 
which might be expected upon deferred dividend policies. It has 
not been the practice of the company to consult the actuary with 
regard to its illustrations, and it appears that in many cases they 
have been made in an arbitrary manner, without any scientific 
basis; these are hardly entitled to be called estimates, and were 
obviously made for the procurement of business. Thus, in the 
book of " Adapted Illustrations," issued in 1899, the surplus or 
so-called " Adapted Former Results," in the case of a twenty-pay- 
ment life policy for f 1,000, issued at age thirty-five, with twenty- 
year distribution period, was stated to be f383.96. The surplus 
OP " Adapted Former Results " for the same policy, issued at the 
same age, with the same distribution period, was stated in the 
next succeeding illustration books of 1903, 1904 and 1905 to be 
1356.31, 1328.66 and |301.01, respectively. In each case, it will 
be observed, the " Adapted Former Results " or estimated surplus 
was reached by the simple process of deducting f 27.65 from the 
figures previously given. 

Not only have the deferred dividends failed to come up to expec- 
tation, but there has been a conspicuous reduction in the annual 
dividends declared by the company. This has been the case, not 
only where policies have become paid-up and the subsequent divi- 
dends have been based exclusively upon the gains from surplus 
interest, but also in the case of policies where the payments of 
premiums have been continuous. The following is an illustration 
of the annual dividends allowed on policies of the latter class : 
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Age AO— Amount f 1,000. 
ANNUAL DIVIDENDS OF 1885. 
Plan. 





life. 




20 Payment Life. 20 Year Endowment. 


Yearain 
Force. 














Premium. Dividend. 


Premium. 


Dividend. 


Premium. 


Dividend. 


20 


. $31 73 


$15 77 










19 


. 31 73 


15 19 










18 


. 31 73 


14 63 










17 


. 31 30 


13 67 






$51 78 


$18 07 


16 


. 31 30 


13 15 


$38 83 


$14 75 


51 78 


17 51 


15 


31 30 


12 65 


38 83 


14 22- 


51 78 


16 93 


14 


31 30 


12 17 






51 78 


16 32 


13 


. 31 30 


11 71 






51 78 


15 71 


12 


. 31 30 


11 28 


38 83 


12 69 


51 78 


15 10 


11 


31 30 


10 86 


38 83 


12 2p 


51 78 


14 SO 


10 


31 30 


10 46 


38 83 


il 73 


51 78 


13 90 


9 


31 30 


10 10 


38 83 


11 28 


51 78 


13 32 


8 


31 30 


9 75 






51 78 


12 76 


7 


31 30 


9 43 


38 83 


10 46 


51 78 


12 22 


6 


31 30 


9 12 


38 83 


10 07 


51 78 


11 70 


5 


26 61 


4 13 


34 07 


4 94 


46 91 


6 33 


4 


26 61 


3 86 


34 07 


4 60 


46 91 


5 85 


3 


26 61 


3 60 


34 07 


4 26 


46 91 


5 39 


2 


. 26 61 


3 36" 


34 07 


3 94 


46 91 


4 94 


1 


. 26 61 


3 13 


34 07 


3 64 


46 91 


4 52 




ANNUAL DIVIDENDS OF 1895. 












Plan. 










Life 




20 Payment Life. 


20 Year Endowment. 


Years in 
Force. 














Premium. Dividend. 


Premium. 


Dividend. 


Premium. 


Dividend. 


20 


. $31 30 


$7 84 


$38 83 


$10 12 


$51 78 


$13 99 


19 


31 30 . 


7 59 


38 83 


9 72 


51 78 


13 34 


18 


31 30 


7 34 


38 83 


9 33 


51 78 


12 72 


17 


31 30 


7 08 


38 83 


8 95 


,51 78 


^ 12 12 


16 


31 30 


6 83 


38 83 


8 58 


51 78 


11 54 


15 


. 26 61 


1 90 


34 07 


3 46 


46 91 


6 12 


14 


. 26 61 


1 65 


34 07 


3 11 


46 91 


5 58 


13 


26 61 


1 41 


34 07 


2 77 


46 91 


5 06 


12 


26 61 


1 16 


34 07 


2 43 


46 91 


4 56 


11 


26 61 


92 


34 07 


2 10 


46 91 


4 07 


10 


32 20 


6 32 


39 80 


7 56 


53 00 


9 75 


9 


32 20 


6 13 


39 80 


7 29 


53 00 


9 35 


8.. 


32 20 


5 95 


39 80 


7 03 


53 00 


8 97 


7 


32 20 


5 76 


39 80 


6 78 


53 00 


8 59 


6 


32 20 


5 58 


39 80 


6 53 


53 00 


8 23 


5 


. 32 20 


5 40 


39 80 


6 29 


53 00 


7 88 


4 


. 32 20 


5 23 


39 80 


6 06 


53 00 


7 54 


3 


32 20 


5 06 


39 80 


5 83 


53 00 


7 21 


2 


. 32 20 


4 87 


39 80 


5 58 


53 00 


6 85 


1 


. 32 20 


3 60 


39 80 


4 10 


53 00 


5 02 
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ANNUAL DIVIDENDS OF 1905. 
Plan. 





Life. 




20 Payment Life. 20 Year Endowment. 


Years in 
Force. 










Premium. Dividend. 


Premiimi. Dividend. 


Premium. Dividend. 


20 


. . $32 20 


$6 69 


$39 80 $7 77 


$53 00 $9 71 


19 


32 20 


6 45 
6 20 


39 80 7 48 
39 80 7 18 


53 00 9 32 


18 


. . 32 20 


53 00 8 94 


17 


. . 32 20 


5 96 


39 80 6 89 


53 00 8 56 


16 


. . 32 20 


5 71 


39 80 6 60 


83 00 8 19 


15 


. . 32 20 


5 46 


39 80 6 30 


53 00 7 82 


14 


. . 32 20 


5 22 


39 80 6 01 


53 00 7 45 


13 


.. 32 20 


4 97 


39 80 5 73 


53 00 7 08 


12 


. . 32 20 


4 73 


^ 39 80 5 44 


53 00 6 72 


11 


. . 32 20 


4 48 


39 80 5 15 


53 00 6 33 


10 


32 20 


4 24 


39 80 4 87 


53 00 6 00 


9 


. . 32 20 


3 99 


39 80 4 58 


53 00 5 64 


8 


32 20 


3 75 


39 80 4 30 


53 00 5 29 


7 


32 76 


3 91 


41 46 4 76 


53 98 5 98 


6 


. . 32 76 


3 62 


41 46 4 38 


53 98 5 48 


5 


32 76 


3 35 


41 46 4 04 


53 98 5 02 


4 


. . 32 76 


3 13 


41 46 3 74 


53 98 4 62 


3 


32 76 


2 94 


41 46 3 49 


53 98 4 28 


2 


. . 32 76 


2 79 


41 46 3 27 


53 98 3 98 


1 


32 76 


2 64 


41 46 3 08 


53 98 3 70 



The smallness of the dividends has been due to some extent to 
the reduction in the general rate of interest and the return upon 
investments, but the more important cause has been the large 
amounts expended to obtain new business. In 1904, out of a 
total expense of $16,898,456, ?9,830,753.46 was estimated to be 
attributable to the new business written in that year. This was 
331 per cent, of the margins on the first year's business, consist- 
ing of the mortality gains oji that business and the loading on 
firjst year's premiums: And the entire expenses of the company, 
excluding investment expenses, exceeded the entire amount of 
the loadings upon all its premiums to the extent of f 1,305,007.30. 
In computing the gains for a given year, for the purpose of deter- 
mining the amount of dividends, the company includes in its ex- 
penses the entire expense of obtaining new business, so that the 
cost over and above the amount gained from the new business 
falls directly upon the existing policy holders. 
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In order to promote harmony and to avoid what is deemed to 
be undue fluctuation, the gains of a year are not divided with 
exactitude, but such amounts are taken for distribution as divi- 
dends as, in the judgment of the Actuary, it is deemed safe and 
proper to allow. The annual dividends are fixed according to 
what is thought to be a " fair average," and with a view to main- 
taining them with some degree of uniformity. The factor for 
interest gain, for example, has not been determined by the inter- 
est actually earned, but a percentage obtained by a modification 
of a factor used in previous years has been taken, in order to make 
a *^fair'' apportionment. One justification pleaded for this is 
that dividends were for policy years and that the factors can only 
be computed from calendar years, and another is that it is desir- 
able not to have wide fluctuation. The company has not assumed 
any liability to deferred dividend policy holders for any share of 
gains or surplus prior to the times fixed for division, and the de- 
ferred dividends at the end of the agreed periods have been based 
upon the amounts which hypothetically would have been allowed 
according to the calculation of annual dividends had the policy 
holder been entitled to such. The result has been that the 
amounts receivable by policy holders, whether their dividends 
were annual or deferred, have been left to the discretion of the 
oflScers, and their discretion has been exercised in such a manner 
that, while the returns to the policy holders have diminished, 
there has been a steadily increasing surplus and a constant 
growth in the totals of income, business and assets, which have 
been presented as the indices of the company's prosperity. 



Digitized byVrrOOQlC 



No. 41.] 41 

NEW YORK LIFE INSURANCE COMPANY. 

The New York Life Insurance Company was originally incor- 
porated in 1841, under the name of the Nautilus Company, as a 
marine insurance company, and in 1845 it was authorized to 
undertake the business of life insurance. In 1893 it was rein- 
corporated and an amended charter was adopted under the In- 
surance Law. On December 31, 1904, it had outstanding 924,712 
policies, representing tl?928,609,3i08 of insurance. Its total ad- 
mitted assets on that date were reported as 1390,660,260, and its 
surplus over liabilities, including its legal reserve, was stated to 
be 147,528,140. Of this surplus |32,266,437.55 was described as a 
"reserve to provide dividends payable to policy holders in 1905 
and thereafter as the periods mature," {0,830,023 was stated to be 
an " additional reserve on policies which the company valued on 
a higher basis than that used by the Insurance Department," and 
the residue of |8,461,678.98 was classed as a " reserve to provide 
for all other contingencies." 

The company is a purely mutual one and each member at 
every annual election is entitled to one vote in person or by 
proxy. The Board of Trustees consists of twenty-four persons, 
divided into four equal classes. There are probably 800,000 pol- 
icy holders. An inconspicuous notice of the annual meeting 
has been published in five papers, three in The City of New 
York and two in Albany. Within the last few months a notice 
pf the dates of annual meetings has been printed upon the policy 
envelopes. The largest number of votes cast at any election 
since 1895 was 2,328 in 1905, and the next largest was 803 in 
t904. The votes cast in person have been cast by employees of 
the ^fbw York Life, the largest number at any election being 30, 
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and the remaining votes have been cast under proxies running 
to the President and the three Vice-Presidents of the company 
in their individual names. There are probably 80,000 of these 
proxies in this form held at the office of the company which have 
been taken within the last ten years. Of these it is estimated 
that about 25,000 are still in force. The proxies by their terms 
are good for ten years, unless they are revoked, which rarely 
occurs. At the annual election a sufficient number of the proxies 
in force are selected to make whatever showing of votes may be 
desired. As in the case of the Mutual^ the executive officers, 
easily maintaining through the agency forces an adequate supply 
of proxies, have elected the trustees by whom they in turn have 
been chosen. Government by the policy holders has existed only 
in name; the officers have been in absolute control and there has 
been a corresponding lack of a proper sense of responsibility. 
In October, 1905, a new by-law was adopted as follows : 

"33. Any person of legal age, except an officer, employee 
or agent of the Company, may, at the annual election of 
members of the Board of Trustees, act as proxy for any 
member or members of the Company. 

" The Board of Trustees shall elect from the policy holders 
a committee of three, who may act as proxies for members 
and shall hold office until their successors are elected by the 
Board. This committee shall not include any officer, em- 
ployee or agent of the Company. 

"Every proxy must be executed in writing and shall be 
revocable at the pleasure of the person executing it. 

" Every such proxy shall be invalid after the expiration of 
eleven months from the date of its execution, unless the 
member executing it shall have specified therein the num- 
ber of years for which it is to continue." 

Bj section 4 of the by-laws the President has "a general 
supervision and direction of the business of the Company,'' and 
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subject to the approval of the Board he is authorized annu- 
ally to appoint " one or more actuaries, one or more comptrollers, 
one or more auditors, one or more general solicitors, one or more 
superintendents of agents and one or more medical directors," 
which are subject to removal by the President, with the con- 
currence of the Board. The number of executive oflScers has 
been increased and the order of Vice-Presidents has been changed. 
There are now, in addition to the President, three Vice-Presidents, 
three Second Vice-Presidents, two Secretaries and a Treasurer. 
The three Vice-Presidents and Treasurer have charge of the 
bonds, mortgages,' securities and real estate of the company. 
The three Second Vice-Presidents, with the Vice Presidents under 
the direction and approval of the President, have appointment 
and supervision of the agents of the company. The standing 
committees of the Board of Trustees are Finance, Executive, 
Agency, Loss, Auditing and Office Committees, charged under 
the by-laws with appropriate duties. It is provided by the by- 
laws that no trustee shall become a salaried employee of the 
company except by special vote of the Board of Trustees; and 
the compensation of the executive officers has been fixed by the 
Finance Committee. The salary of John A. McCall, the Presi- 
dent, was increased from f50,000 to f75,000 in 1896 and to 
1100,000 in 1901. George W. Perkins as Third Vice-President 
received f20,000 until 1896 and f25,000 until 1898. As Second 
Vice-President his salary was increased to |30,000 in 1899 and 
to f75,000 in 1901. On his becoming a member of the firm of 
J. P. Morgan & Co. it was reduced to 125,000 in 1902 and he has 
received since 1903 the same amount as Vice-President. Darwin 
P. Kingsley, a son-in-law of the President, received {20,000 as 
Third Vice-President in 1898, ?25,000 in 1899 and 1900, ?30,000 
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in 1901 and |35,000 in 1902, and since 1903 has received |35,000 
as Vice-President. Thomas A. Buckner received ^WfiOO as 
Fourth Vice-President in 1898, 120,000 in 1899 and 1900, f25,000 
in 1901, 135,000 in 1902, and as Vice-President received 135,000 
in 1903 and $40,000 since that time. W. E. Ingersoll, in charge 
of the Paris ofSce, has received as a Second Vice-President since 
1903 a salary of 120,000. The salary of the Treasurer has re- 
mained at 130,000 since 1896. Bufus W. Weeks since 1903 has 
received f 18,000 as Second Vice-President; and E. B. Perkins, a 
brother of Vice-President Perkins, as Second Vice-President re- 
ceived 125,000 in 1903 and $30,000 in subsequent years. The sal- 
ary of Charles C. Whitney, for many years the Secretary of the 
company, was $12,000 until 1900 and thereafter $14,000 until 
his death in 1903. John C. McCall, the son of the President, 
was graduated from college in 1899 and was immediately em- 
ployed by the company in the capacity of Secretary of Clubs at 
a salary of $2,500 a year, which was incceased in 1900 to $3,600 
a year, when he was made Becorder. In 1901 he became Assist- 
ant Secretary at a salary of $6,000 and in May, 1903, succeeded 
Secretary Whitney as Secretary at a salary of $10,000, which 
in 1904 was increased to $14,000. In 1904 S. M. Ballard was 
made Assistant Secretary at a salary of $10,000. 

The total salaries paid to executive officers have increased 
from $149,000 in 1893 to $322,000 in 1905, more than 216 per cent. 

The scheme of supervision through committees of the Board 
of Trustees has left in practice a wide field for the arbitrary 
exercise of executive power. The executive officers have been 
permitted to disburse enormous sums of money without proper 
accounting. 
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The transactions with Andrew Hamilton, who had supervision 
of matters of legislation and taxation throughout the country, 
exhibit extraordinary abuses. From the statements submitted 
by the company purporting to show all the sums paid Hamilton 
for legal expenses between 1895 and 1905, inclusive, and from 
the testimony of its officers, it appeared that in these years he 
received the total sum of $1,167,697.16 as follows : 

1895, charged to legal expense 

account f 10,979 00 

1896, charged to legal expense 

account' 40,917 00 

1897, charged to legal expense 

account .-. 66,15^ 00 

1898, charged to legal expense 

account 94,205 00 

1899, charged to legal expense 

account 79,075 00 

1900, charged to legal expense 

account . . .. ' 92,249 00 

1901, charged to legal expense 

account 106,309 00 

1902, charged to legal expense 

account 49,142 00 

1903, charged to legal expense 

account 88,226' 00 

1904, charged to legal expense 

account 68,577 00 

1905, charged to legal expense 

account ^ ' 12,164 90 

'. 1707,999 90 

October, 1902, cash advanced, with interest, by J. 
P. Morgan & Co., for account of Andrew Ham- 
ilton, in taking up notes, and deducted from 
profits of l^GW York Life 59,310 79 

December, 1903, to March, 1904, charged to real 

estate account 235,000 Off 
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June, 1904, portion of avails of check for f 111,- 
139.'04 delivered to Andrew Hamilton for the 

payment of taxes and used for other purposes. . f 75,000 00 

1905, through assignments of credits on books of 

State Comptroller for tax refunds 90,386 47 



»fl,167,697 16 



Note — * Although the company purported to give the commit- 
tee a complete statement showing all the payments made Hamil- 
ton for his alleged legal expenses, it now appears from a report 
of a special committee of the directors that in addition $144,500 
was received by Hamilton, or charged to his account, through 
the Paris office. Adding this to the items given by the company 
as above, the total payments to Hamifton since January 1, 1895, 
amount to $1,312,197.16. 

The above mentioned amounts charged to legal expenses were 
in addition to all the ordinary outlays in connection with suits 
or legal proceedings or the work of the legal department of the 
company. They appear to have been paid upon the order of the 
president, without the authorization or approval of any com- 
mittee of the board. It does not appear that they were eyer 
brought specifically to the attention of the board. President 
McCall testified that it was the custom of Hamilton to obtain 
these moneys upon orders directed to various branch offices of 
the company, the accounts for which would be returned to the 
home office. There are no vouchers save Hamilton's general re- 
ceipts, without particularization of the services rendered or the 
disbursements made. The explanation furnished is that Hamil- 
ton received a retainer of f 10,000 a year, that the work I'equired 
the employment of a large number of representatives and the pay- 
ments of money to the press, that it was essential to its success- 
ful prosecution that all his transactions should be regarded as 
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confidential, that no accounting should be required even by the 
president of the company, and that it was agreed that he should 
receive in addition to his retainer five per cent, on the amount 
of his disbursements, and fifty per cent, of any part of the sum 
of f 100,000 which should not be expended in any year. The re- 
sult is that this large amount has been placed through executive 
action in Hamilton's hands, and that the company has nothing 
showing in any suitable manner the necessity for its expenditure, 
or that it has-been properly expended, or that it has been ex- 
pended at all. 

Hamilton was in Europe when the committee was appointed, 
and has remained without this jurisdiction. Evidence has been 
furnished to the committee that the absence has been due to ill- 
ness. Upon the committee's request that a proper accounting 
should be made for these moneys, the company's secretary, John 
C. McCall, visited Hamilton at Paris in December and pro- 
cured from him a verified statement, which forms part of the 
record. At some length Hamilton describes the general nature 
of his services. He refers to a division of a large part of the 
country between the three great companies in pursuance of 
which he assumed entire responsibility in relation to certain 
States; in others the companies co-operated. He adds that "the 
State of New York and its legislative affairs was in no instance 
in charge of myself or the New York Life Insurance Company." 
He was not in Albany during the session of the Legislature, but 
insurance measures in this State were discussed by him with the 
solicitor of the Mutual, who he says had charge of "Albany mat- 
ters." He adds: 

"I make personal visits from time to time to every State 
in the Union. Many matters with the State Insurance De- 
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partments on occasion also receive the attention of this 
department. Canada calls for similar attention from time 
to time, and Washington and the territories have also. All 
Congressional revenue matters in the past have received my 
attention, and also Congressional action looking toward a 
national supervision of insurance, declaring it to be com- 
merce and thus bringing it within the protection of the pro- 
visions of the United States Constitution and guarding it in a 
measure from the taxation in the several States. I am such 
a great believer that practically the salvation of the policy 
holders of life insurance companies rests in national super- 
vision or federal control, that I have incurred considerable 
expenditure in connection with the work of my department in 
attempting to create in every State in the United States a 
sentiment of favor of national supervision." 
A large part of the expense of 1904, he says, was incurred in 
connection with the matters last mentioned. An increased ex- 
pense in 1905, he attributes to the fact " that this has been the 
most active year we have had in legislative matters, due primarily 
to the troubles of the Equitable Life Assurance Society and also 
due to the fact that the Bureau this year was practically carried 
on by the Mutual Life and the New York Life alone, with com- 
paratively little assistance from the Equitable Life Assurance 
Society. In this way a great many more States than was usual 
had to be taken care of this year by both the Mutual Life and the 
New York Life." 

Hamilton's statement purports to account for f720,550 as re- 
tained for compensation or expended during the years 1899 to 
1905, inclusive. Retainers are said to amount to f 77,350, the five 
per cent, of disbursements to |33,900, the fifty per cent, of diflfer- 
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ences between amounts annually expended and flOO,000 to 
149,400, Hamilton's clerk hire and rent |34,000, traveling and 
hotel expenses for Hamilton and his representatives ?74,700, and 
the remainder, |451,200, is stated to consist of retainers and fees 
for representatives and for newspaper articles. Such an account 
is obviously worthless. Hamilton says that no demand was made 
by him " for vouchers from other people/' nor did he keep " any 

r 

books or accounts " to show his disbursements. His check-books 
and checks were not submitted to the representative of the com- 
pany, upon the ground that they would disclose nothing, pay- 
ments by check not having been favored, and the amounts having 
been disbursed in cash or its equivalent. To the demand for an 
account the agent replies that it was expressly stipulated with his 
employer that no accounting should be asked. Nor was suitable 
effort made to obtain an explanation of the totals given or to test 
the accuracy of the statement by specific questioning. The secre- 
tary sent abroad testified that he took with him no memorandum 
even of the gross amount to be accounted for. Much is said of 
the many matters in connection with legislation and taxation, 
which have required attention, of ill-advised legislative bills, 
which it was deemed proper to oppose, and of the importance of 
secrecy. Emphasis is placed upon services outside of the depart- 
ment of legislation and taxation, including " matters for the real 
estate department, investment and securities, agency affairs, the 
pouting of newspaper blackmailers, legal licenses. Insurance De- 
partment action, State codification and revision of insurance 
laws, of various litigations, many matters of highly confidential 
character." But the statement is without suitable specifications. 
Mention has been made of f 59,310.79 advanced for account of 
Hamilton by J. P. Morgan & Co. in 1901, and repaid with interest 
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out of profits belonging to the l^exjo York Life in October, 1902. 
It appears that through P^eside^t MeCall^ notes were discounted 
with the Central National Bank and the New York Security and 
Trust Company, as follows : 

Central National Bank. 

October 6, 1896, note Andrew Hamilton. . . f 10,000 

April 21, 1897, note Andrew Hamilton. . . . 30,000 

May 6, 1897, note Andrew Hamilton 13,000 

May 14, 1897, note Andrew Hamilton 10,000 

October 14, 1897, note Andrew Hamilton. . 5,000 
October 18, 1901, note E. E. McCall, en- 
dorsed John A. McCall 3,000 

November 13, 1901, note E. E. McCall, en- 
dorsed John A. McCall 1,000 

f62,000 

New York Security and Trust Company. 

October 14, 1901, note Andrew Hamilton. . f 10,000 
December 16, 1901, note E. E. McCall, en- 
dorsed John A. McCall 6,000 

^ 16,000 

Total 178,000 



At this time Mr. E. E. McCall, a brother of John A. McCall, 
had charge of legal matters relating to the real estate diepartment, 
but the evidence is that Hamilton received the avails of all these 
notes. 

It is said that they were " for general purposes of his legisla- 
tion and taxation bureau expenses." Why the New York Life 
with its vast resources should have required moneys for the ex- 
penses of its department to be raised upon the discounted paper 
of its employees has not been explained. The company has not 
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and never has had any record, voucher or statement justifying 
the conclusion that the avails of the notes were used for its pur- 
poses. Nevertheless in December, 1901, pursuant to an arrange- 
ment made by George W. Perkins, at President McCalPs sugges- 
tion, these notes were taken up by J. P. Morgan & Co. on the 
payment of f56,720^.55, apparently the balance then due upon 
them, and were carried by that firm until the following October. 
At that time, under the same arrangement, J. P. Morgan & Co. 
repaid itself by deducting this sum with interest (159,310.79) 
in accounting to the New York Security & Trust Company for 
certain profits upon a participation in the United States Steel 
Corporation Syndicate. The#A^eii? York TJfe had a three-quarter 
interest in this participation, and the amount retained by J. P. 
Morgan & Co. was charged against its share of the profits, the 
balance being remitted to the company. The result was that the 
amounts thus in effect paid by the New York Life to Hamilton 
were not charged to the legal expenses of the company nor in 
any ledger account, and hence it would appear are not included 
in any statement of the expenses of the company reported to 
the Department of Insurance.' Aside from a memorandum upon 
its blotter in connection with the receipt of the syndicate profits, 
there is no mention of these disbursements in its books. 

It appears from Hamilton's statement that his compensation 
and disbursements amounted in 1903 to $86,300 and in 1904 to 
• f 142,100, making for the two years $228,400. The company's 
books show that in these years he received more than this 
amount, or |88,226 in 1903 and $143,577 in 1904, making $231,803 
in all. But in addition to these amounts, which were charged to 
legal expenses, he received from the company between December, 
1903, and April, 1904, the sum of $235,000. The last mentioned 
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amount was paid him by order of the President, without the 
authorization or approval of any committee, and apparently with- 
out the knowledge of any other executive officer or trustee. It 
is plain that at the time these moneys were not required for the 
work of his department of legislation and taxation, nor were 
they given him for that purpose. Nor does it appear that Hamil- 
tpn was entitled to them for any purpose whatever. In fact, of 
the $143,577 which was paid to him in 1904 and charged to legal 
expenses, he received ?130,OaO after the sum of $235,000 had been 
placed in his hands. It has not even been required in the year 
1905, although he claims that despite his six months' absence 
from the United States his compensation and disbursements for 
that year amount to f 147,200. 

Of the 1235,000, the sum of |75,000 was advanced to Hamilton 
in two payments in December, 1903, by the direction of^ the 
President, as moneys " to be accounted for." The President 
testified that it was anticipated that they might be used in con- 
nection with the purchase of a mortgage, but th6 purchase was 
not made. When he received checks for the $75,000, Hamilton 
gave his own checks for the equivalent amounts, which were 
treated as cash, so that on December 31, 1903, the disburse- 
ment was not included in its annual statement. On January 8, 
1904, Hamilton's checks were surrendered to him and the moneys 
were permitted to remain in his hands. The pretext for this, as 
well as for the other payments of January and March, 1904, 
making a total of $235,000, was that Hamilton had charge of the 
acquisition of properties in the block east of the company's main 
office building and that the moneys were to facilitate the pur- 
chases. But although between March and July, 1904, the com- 
pany expended approximately $600,000 in buying lots in this 
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block, most of which was paid through Hamilton, the moneys 
were furnished him as they were required and no part of the 
1236,000 was used, nor has it since been used, for any such pur- 
pose. Nothwithstanding this fact, the whole amount on March 
28, 1904, was charged in the ledger of the company to the real 
estate account and purported to form part of the cost of what 
was called the "Home Office Annex," the name given to the 
property owned by the company on the block east of its office 
building. So clearly was this Import of the entries in the books 
that the bookkeeper relying upon them testified as follows : 

" Q. Now we come down to 1904, to March 28, |235,000 ; 
is that whole sum tot the purchase price of the property in 
Centre street and Worth street? A. Yes, represents amounts 
that had been paid for that purchase." 
On December 31, 1903, the book value of the property then 
owned in this block amounted to f 540,000 and was so reported 
to the Insurance Department. On December 31, 1904, this 
amount was increased by the charges entered in that year, in- 
cluding the said amount of |235,000, to the sum of |1,426,863.42. 
On December 31, 1904, there was charged off to suspend account 
1101,863.42, and the remainder, fl,325,000, wa^ included in the 
company's report of that date to the Insurance Department as 
the book value of the property. 

After President McCall had testified before the Committee he 
addressed the following communication to the Board of Trustees : 

" In my testimony before the special Legislative Committee 
of this State referring to the advance of |235,000 on account 
of recent purchase of home office annex property, in the 
block bounded by Elm, Leonard, Centre and Worth streets, 
I stated that there were unsettled bills of 1905 outstanding 
of Judge Hamilton's which might be regarded as offset 
leaving a net amount due of about |70,000. 
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** I desire to place on our record an additional statement 
that if the said sum of f235,000 thus advanced to Judge 
Hamilton^ who is now in Europe, is not repaid by him to 
the company on or before December 15, 1905, that it will be 
my duty and obligation as expressed in my testimony afore- 
said, to pay to the company said amount of |235,000 on or 
before December 31, 1905. 
New York, October 9, 1905. 

(Signed) John A. McCall.** 

It appears from the testimony that in June, 1904, a check of 
the company was delivered to Hamilton for flll,139.04 for the 
purpose of paying a tax on premiums. On the ground of pend- 
ing litigation affecting the validity of the tax, the check was not 
used for this purpose, but was deposited by Hamilton in his own 
bank account. In the September following the tax was paid, but 
Hamilton only supplied f36,139.04, the company giving a second 
check for |75,000 to complete the payment. The bookkeeper testi- 
fied that the first check of f 111,139.04 was charged to taxes and 
that the second check of |75,000 was first charged to the same 
account, and in the following December was transferred to an 
account called "Contingent Expenses." In this way Hamilton 
obtained f 75,000 which did not go into the legal expense account 
and the amount has never been properly accounted for. 

While the record does not disclose the precise uses to which 
the moneys paid Hamilton were devoted, these transactions show 
not only an admitted claim on the part of the company for 
moneys advanced without consideration, but that there have 
been abundant opportunities for the waste or misapplication 
of the company's funds, and that a strict accounting is impera- 
tively demanded from those who have been concerned in these 
transactions. Legitimate opposition to unwise legislation and 
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the protection of the interests of policy holders do not require 
secret retainers or confidential cash payments. After certain of 
the facts had been disclosed the Board of Trustees of the New 
York Life, on the report of a special committee, adopted the fol- 
lowing resolution : 

"Whereas, We, the Trustees of the New York Life In- 
surance Company, have learned from the testimony recently 
given before the Legislative Committee now engaged in in- 
vestigating insurance matters that the executive officers of 
life insurance companies, including this company, have 
deemed it necessary, in order to protect the interests of 
policy holders, to expend considerable sums of money an- 
nually in the employment of attorneys and counsel in order 
to oppose the enactment of legislation in the various States 
which, if enacted would, in the judgment of such officers, 
have greatly added to the burdens of policy holders through 
unjust and excessive taxation and otherwise, and would, in 
the judgment of such officers, have greatly embarrassed the 
operations of the companies generally; and 

" Whereas, we have also learned from such testimony that 
it has been the custom of this company to pay such sums 
of money without such expenditures being brought to the 
knowledge of and without action thereon by this Board, or 
any Committee of the Board, and without detailed vouchers 
or accounts showing the use of such money ; and 

" Whereas, we believe that it is the duty of the manage- 
ment of a life insurance company to use every legitimate 
and proper means to defend and protect the interests of the 
policy holders; but we further believe that the methods to 
be employed in opposing legislation and in kindred work 
should be so open and public as to put them above criticism 
and that such payments should be accounted for fully and 
in detail; 

" Therefore, Resolved, that in order that there may be no 
question of the propriety of • any expenditure for the pur- 
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poses aforesaid, and in order that there may be proper safe- 
guards to prevent the use of such money fmproperly, every 
such expense shall be represented by a voucher reciting in 
detail the services rendered, or the purpose for which the 
money was expended, accompanied by receipts from any 
person or i)ersons te whom any portion of the same shall 
have been paid for services. 

"And Further Kesolved, that the executive committee is 
directed after the adoption' of the pending by-laws, to make 
a {Special KepOrt ^o tihe Board every month, giving a 
resume of what moneys have been expended during that 
period and how expended. And the oflScers of the company 
are hereby instructed to offer to the Superintendent of In- 
surance of the State of New York with the company's An- 
nual Report for the year 1M6, and yearly thereafter, a 
schedule showing in detail the bills opposed, the states in 
which the legislation was threatened, the names and ad- 
dresses of parties engaged as counsel or otherwise, and the 
sums paid them, and the expense of advertising, traveling, 
etc. ; and that the same exhibit be prepared and ready to file 
. with the Insurance Department of any State in the United 
States and foreign countries if it is asked for." 

There was a further payment of Hamilton in 1905 of f 90,386.47 
through assignments of credits in favor of the New York Life 
upon the books of the State Comptroller for refunds of taxes. 
By chapter 118 of t|ie Laws of 1901, which went into effect on 
October 1, 1901, an annual tax was authorized upon the gross 
amount of premiums received during the preceding calendar year 
by every domestic insurance company for the privilege of exer- 
cising corporate franchises within the State. Under this statute 
a tax was levied and paid by the New York lAfe and other com- 
panies upon premiums derived from contracts existing prior to 
the date on which the statute took effect. On advice of Mr. E. E. 
McGall, with whom the Provident Savings Life Assurance So- 
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ciety consulted from time to time on legal matters, the Provident 
Savings brought certiorari proceedings to determine the question 
whether the statute was retroactive. Mr. McCall appeared for 
the Provident Savings before the Comptroller and in the Ap- 
pellate Division, whose decision supported the ruling of the 
Comptroller. After Mr. McCall went upon the bench Mr. Andrew 
Hamilton, who had also been employed by the Provident Savings 
in various matters, conducted the litigation and argued the 
appeal in the Court of Appeals, which in October, 1904, decided 
^that the statute only applied to premiums received upon con- 
tracts made on and after January 1, 1902. The Provident Sav- 
ings paid Mr. E. E. McCall in this matter a retainer of |1,000 in 
1902 and paid |3,000 to Andrew Hamilton in 1903 and 1904. 
While the question was an important one, it was purely one of 
law and the case lay within a small compass. The compensation 
paid Messrs. McCall and Hamilton by the Provident Savings was 
entirely adequate for the services rendered. Yet upon the basis 
of this decision it is claimed that the New York Life through-a 
contingent arrangement made with Mr. E. E. McCall and Mr. 
Hamilton, both then under its general retainer, become obligated 
to pay upward of |130,000, or one-third of its total refunds of 
the tax improperly levied in New York and in other states under 
statutes providing for reciprocal taxation. President McCall 
testified that the New York Life did not care to have the pro- 
ceeding instituted. in its name and knew nothing of the terms 
upon which the attorneys represented the Provident Savings, 
while President Scott of the latter company testified that he em- 
ployed the attorneys to conduct the litigation upon the usual 
basis of reasonable compensation, without knowledge of any 
such contingent arrangement or that they represented any other 
company in the matter. 
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Under the decision obtained by the Provident Savings the New 
York Life became entitled to a refund in this State of |272,703.27. 
In the case of this company and others the refunds were provided 
for by credits upon the books of the State Comptroller, but, in 
order to provide moneys for Hamilton, the New York Life as- 
signed its credits to other companies to the extent of 190,386.47, 
from which Hamilton received that amount. There appears to 
have been no reason for any agreement on the part of the New 
York Life to compensate either Mr. E. E. McCall or Mr. Hamilton 
for services rendered in the case of the Provident Savings. Nor, 
in any event, does there appear to have been warrant for the 
making of a contingent arrangement, which, in case of success, 
would involve such excessive remuneration. Apart from their 
general retainer by the company, the New York Life could readily 
have obtained the services of both attorneys or of the most dis- 
tinguished members of the bar to relieve it from the unauthorized 
taxation, upon an agreement for reasonable compensation which 
would have involved the payment of a relatively small amount. 
It may be added that the Legislature, at the next session after 
the decision of the Court of Appeals, imposed the same rate of 
tax upon annual receipts, and that thus the value of the case as 
a precedent was limited to the particular taxes retroactively laid 
under the statute then in review. The contingent arrangement 
was made by President McCall, without the authorization or 
approval of any committee of the board. And the portion of the 
coHtingent fee claimed still to be due to Hamilton is suggested 
as an oft'set against his liability for unexpendted portions of the 
$235,000 to which reference has been made. 

The New York Life contributed to the Republican National 
Campaign Committee |48,702.50 in 1904. The testimony of 
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George W. Perkins permits the inference that a similar amount 
(or 150,000) was contributed for the same purpose in 1896 and 
in 1900. While unquestionably a large contribution was made 
in those years, the amount is not satisfactorily established, be- 
yond the fact that at least {35,500 was contributed in 1900. 
Despite vigorous insistence upon the propriety of these payments 
to assist in the maintenance of a proper monetary standard, the 
payments have not been disclosed by satisfactory entries upon 
the books of the company; and apparently every effort has been 
made to conceal them. For example, the payment made in 1904 
did not appear among the expenses of that year in any of the 
r^ular ledger accounts, and, it is understood, did not form part 
of the disbursements reported to the Insurance Department on 
December 31, 1904. This was made possible by the fact that the 
company owned certain securities known as " non-ledger assets,'' 
which did not appear upon its general ledgers. The proceeds of 
these securities were entered in a ledger kept in its treasury depart- 
ment, at No. 5 Nassau street, being credited to what was called 
"Hanover Bank OflSce Account." It was to this account that 
in March, 1904, |100,000 paid to Hamilton was charged, which 
by a cross entry was afterward transferred to the real estate 
account, as part of the $235,000 above mentioned. The $48,702.50 
paid to the treasurer of the Republican National Committee was 
charged to the " Hanover Bank Office Account " on December 30, 
1904, "by order of the President," without any specification of 
the nature of the disbursement or the person to whom the pay- 
ment was made. 

The contribution of liOO was also dealt with in such a manner 
that it does not appear upon the books. Moneys which had been 
placed in the hands of the attorney of the company to pay a judg- 
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ment and were charged to a real estate sinking fund, passing 
through that account to profit and loss, were used for this pur- 
pose. In 1896 the matter was so skillfully handled that the 
oflScers, although proud of the payment, have been unable to 
discover it, on account of the death of the former Treasurer. In 
January, 1897, in answer to his inquiries, affidavits were fur- 
nished to Governor Culberson, of Texas, made by the Cashier, 
the Comptroller and the Auditor of the company, to the effect 
that, to the best of their information, knowledge or belief "no 

moneys were directly or indirectly paid by the company to the 

J- 
Republican campaign fund during the recent Presidential elec- 
tion." The Comptroller, now deceased, was instructed by the 
President to fyrnish from the books of the company the informa- 
tion which the Governor of Texas requested, and it appears that 
the affidavit signed by the Cashier was brought to him by^ the 
confidential representative of the President. The Cashier based 
his action in signing it, as presumably did the other affiants, 
upon the silence of the books and records of the company with 
reference to the contribution. 

The officers have denied that any payments have been made 
for the purposes of State or local campaigns and there is no satis- 
factory evidence to the contrary. 

In addition to the amounts which Hamilton claims to have 
expended in connection with newspapers, it appears that, as in 
the case of the Mutual^ considerable sums have been paid by the 
l^evo York Life for the publication of "telegraphic matter" in 
numerous papers, which it is understood is intended to cover 
advertising matter in the guise of news items, and for services 
rendered by newspaper writers. 
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The total admitted assets and the liabilities of the company 
on December 31, 1904, are thus classified in its annual sitate- 
ment : 

Assets. 

Book value of real estate 113,257,500 00 

Mortgage loans on real estate 23,595,105 00 

Collateral loans 550,000 00 

Loans made to policy holders on this company's 

policies assigned as collateral 35,867,475 61 

Premium notes on policies in force 3,331,617 71 

Book value of bonds owned 287,062,384 31 

Cash in office and in banks 17,694,109 31 

Interest and rent due and accrued 2,469,570 76 

Net amount of uncollected and deferred pre- 
miums 6,832,497 65 

Total admitted assets 1390,660,260 35 

Liabtlities. 

Net reserve |336,222,459 00 

Amounts unmatured on supplementary con- 
tracts 1,518,402 83 

Liability on cancelled policies 88,365 01 

Policy claims 3,294,456 68 

Matured supplementary contracts 1,081 76 

Premiums and interest on policy loans paid in 

advance 1,586,164 49 

Commissions due to agents on premium notes 

when paid 41,459 40 

Dividends or other profits due policy holders. . 379,671 65 

Reserve to provide dividends payable to policy 
holders in 1905 and thereafter as the 
periods mature: 
To holders of 20-year and 
longer period policies... 124,982,787 06 
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To holders of 15-year period 
policies 15,736^59 46 

To holders of 10-year period 
policies • 344,600 56 

To holders of 5-yeap period 
policies 303,837 47 

To holders of annual divi- 
dend policies 868,953 00 

Additional reserve on policies 

which the company values 

on a higher basis than that 

used by the Insurance De- 
partment 6,830,023 00 

Reserve to provide for all other 

contingencies 8,461,678 98 

Total additional reserve 147,528,139 53 

Total 1390,660,^60 35 

It has been the practice of the company to reduce the book 
value of its real estate so as to show an income of three and one- 
half per cent, or more. The book value of the main office build- 
ing on December 31, 1904, was f 5,000,000; its actual cost was 
17,121,267.37. The net income for the year 1904 was about 2.6 
per cent, of the amount invested, but through the reductions in 
book value, was figured at 3.72 per cent upon the amount at 
which it was carried. The book value of the property in the 
block east of the main office building was f 1,325,000, and its 
actual cost was 11,371,504.99. As a large part of it was acquired 
during the year, a statement of a full year's income was not 
obtained, but it was estimated that the property should yield net 
$63,288.45 annually. The office buildings for the most part have 
been legacies from a former administration, and show on the 
whole poor returns. The Paris building was carried on the 
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books at the end of last year at a value of f 1,300,000^ showing 
an earning capacity of practically three and one-half per cent., 
but it had cost the company over (2,500,000, and the net income 
was a little over one and one-half per cent of the investment. 
The Buda-Pest Building was carried at |550,000, its actual cost 
was 1625,310.85, and the net return on- the amount invested was 
a trifle over two per cent The Kansas City Building had a 
book value of 11,200,000, its cost was 11,901,781.23, and the net 
income was about 3.6 per cent The book value of the St Paul 
Building was |450,000, its cost was 1922,440.85, and the net 
income was about 1 per cent The Omaha Building was carried 
at 1650,000, its cost was f 1,246,641.72, and the net income was a 
little under 3 per cent, of the cost. The Minneapolis Building 
was carried at |600,000, and its net cost was ?1,028,752.31, the net 
income being about 2^4 P«r cent, thereof. These four western 
buildings on December 31, 1896, were valued on the books at 
14,160,000, with a net rental of $36,500.39 ; the same properties on 
December 31, 1904, were carried at f 2,900,000, with a ner rental of 
1137,909.42. The Montreal Building cost |818,359.45. It was 
valued at the end of 1904 at |350,000. Its net income was a little 
over one per cent, of the cost. 

With reference to the real estate taken on foreclosure, men- 
tion may be made of the Yosemite Apartment House, corner of 
Park avenue and Sixty-second street. New York, which cost 
approximately f 1,000,000 and has been marked down to |450,000; 
it yields a net return of about 2.7 per cent of the cost. The 
property No. 49 West Seventy-second street was acquired throng 
foreclosure on August 20, 1902, at a cost of fl46,449.45. The 
company remodeled the building in 1902 and 1903 at an expense 
of over 156,000, making the total cost f203,056.93. The building 
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contains six apartments^ and among the tenants in 1904 were 
Messrs. John C. McCall, Leo H. McCall and Ballard McCall, the 
President's sons, and Albert McClave, the President's son-in-law. 
The net income from the building in 1904 was |4,127.47, or a 
little over 2 per cent, on the cost 

It will be noticed that nearly three-quarters of the company's 
assets on December 31, 1904, consisted of bonds. In its annual 
statement credit was not taken for the excess of market value 
over book value, which was claimed to amount to 17,247,377.91. 

In 1899, in order that the company might continue its Prus- 
sian business it was reqpired that it should not make invest- 
ments in or loans upon corporate stocks. ' Accordingly a by-law 
was adopted providing that the company should not "loan or 
invest in what are commonly known as industrial enterprises" 
nor " invest in or loan on stocks," " but instead it shall annually 
reduce both the amount of stocks owned and the amount of 
stocks held as collateral security (to be evidenced by the annual 
statements to be rendered by this company) until in tl^e com- 
pany's annual statement, to be rendered in 1902, no item of 
stocks owned or of stocks held as collateral shall be included 
amongst its assets." Among its ledger or disclosed assets on 
January 1, 1899, the company held a considerable amount of 
stocks, including 5,130 shares (out of a total of 10,000) of the 
New York Security & Trust Company, 10,000 shares of the pre- 
ferred stock of the Chicago & Northwestern Railway Compaiiy, 
and 5,300 shares of the Chicago, Milwaukee & St. Paul R. R. 
Co. The company having disposed of its other ledger stocks 
had considerable difficulty in arranging a sale of these three 
large blocks and toward the end of 1901 a proposed amendment 
to its by-laws so as to lengthen the time of the holding of the 
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stocks was referred by the Board of Trustees to the Finance and 
Eixecutive Committees for joint consideration and report. At a 
meeting of these committees held on December 11, 1901, the 
subject was discussed and the following resolution was adopted : 
"Whereas the Finance Committee has arranged for the sale of 
the several stocks held by the company, therefore be it resolved 
that we report back to the Board of Trustees that there is now 
no necessity for the passage of proposed amendment to the by- 
laws/^ 

The matter of the sale of the stocks had been delegated to Mr. 
George W. Perkins, the Chairman of the Finance Committee, and 
through his efforts a syndicate had been formed for the purchase 
of 5,000 shares of the stock of the New York Security & Trust 
Company (the remaining 125 shares apparently having been 
otherwise disposed of), at the price of $800 per share, to be imme- 
diately paid to the New York Life, and one-half of any increase 
in its value as provided in a trust agreement dated December 9, 
1901, under which the shares were transferred to Charles S. Fair- 
child, John A. McCall and George W. Perkins, as trustees for 
certain stated purposes. The trust was to continue for five 
years or until the earlier termination of two designated lives in 
being. Provision was made on its termination for an appraise- 
ment and the trustees were then to have the option of purchasing 
the shares at the appraised value. If the trustees should elect 
to purchase, they were to pay the price, if |800 a share or less, to 
the holders of certificates of interest issued to the members of 
the purchasing syndicate; and if the appraised value was more 
than fSOO a share they were to pay one-half of the excess to the 
certificate holders and one-half to the New York Life. In case 
the trustees elected not to purchase, and the appraised value 
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was {800 a share or less, the shares were to be treated as held 
exclusively for the certificate holders ; and if the appraised value 
was more the certificate holders were to purchase the shares, 
paying one-half of the excess to the trustees for the benefit of 
the insurance company. During the continuance of the trust 
the trustees were to have the voting power and were to distribute 
the dividends received to the certificate holders. The trust still 
continues, but by reason of the increase of the stock of the Trust 
Company in March, 1904, to |3,000,000, no longer controls the 
majority interest. By a supplemental agreement of even date 
the New York Life is entitled to the benefit of the option reserved 
to the trustees whom it may require to make the purchase for 
its benefit on supplying the necessary funds. 

In order to profess compliance with its agreement with the 
Prussian Government and to avoid showing the stocks upon its 
schedule of assets after December 31, 1901, a pretended sale was 
made of the 10,000 shares of Northwest preferred and 5,300 shares 
of 8t. Paul preferred to the New York Security & Trust Company 
at 235 and 190 respectively. The transaction appeared as a sale 
on the books of the New York Life and its continued ownership 
of the securities was not disclosed by its annual statement to 
the New York Insurance Department as of December 31, 1901. 
On the contrary, that statement asserted that the "Company 
does not invest in stocks of any kind," and the pretended con- 
sideration for the stocks was included in the cash items. But 
in fact there had been no lona fide sale and the stocks still con- 
tinued to be owned by the company. While the amount of the 
formal purchase price was placed to the credit of the New York 
Life in its Account No. 4 (described later) with the Trust Com- 
pany, the shares, with other non-ledger assets, were treated in 
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January, 1902, as held by the Trust Company as collateral for 
loans made to two employees of the New York lAfe, M. M. Matti- 
son, a bond clerk, and George W. Marshall, a colored messenger. 
The loans were represented by notes, Mattison's being for f 1,857,- 
000 and Marshall's for |1,500,000. The New York Life through 
its deposits with the Trust Company supplied the moneys that 
were necessary for these loans and continued its control and 
ownership of the stocks in order to reap the profit which might 
be gained from their subsequent sale. Subsequently, by direction 
of the Finance Committee, the Northwest shares were sold for 
1250,000 more, and the St, Paul for about |95,000 less, than the 
pretended December price and the New York Life received the 
apparent profit and stood the apparent loss, carrying the net 
gain of 1155,000 to its profit and loss account 

Similar practices have been resorted to since 1901 in order 
to avoid the disclosure in its reports to the Insurance Depart- 
ment of transactions in securities which might be deemed to con- 
flict with its by-laws or which might provoke criticism. Thus in 
1902 the company acquired about |1,800,000 in par value of 
bonds (Series A-F) of the United States Steel Corporation. 
Anticipating a possible conflict with the Prussian Government 
and an immediate sale being impracticable, a pretended sale was 
made on December 30, 1902, to the New York Security & Trust 
Company and loans were arranged in the names of employees, 
with the bonds and certain non-ledger assets as security. At 
the end of the year 1902 it appeared on the books of the company 
that the bonds had been sold and they were not included in the 
securities reported to the Insurance Department. They were 
subsequently actually disposed of at a price less than the amount 
at which they had been nominally transferred, and the loss was 
borne by the New York Life, 
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Another transaction of this sort was in connection with the 
bonds of the United Collieries, which were acquired through a 
syndicate participation in 1902, the company having expected 
to make a profit without 'being compelled to take the bonds. In 
the annual statement at the end of 1902 the bonds appeared, but 
not desiring to disclose them in the statement for 1903 there was 
a nominal sale in December of that year to J. P. Morgan & Co. 
of London, with the result that on the books of the New York 
Life they were entered as sold, but on the books of the London 
firm it appeared that the latter had made advances upon them 
to the company. 

In 1902 the New York Life applied for a participation of 
15,000,000 in the syndicate underwriting the securities of the 
International Mercantile Marine Company, known as the " Navi- 
gation Syndicate," of which J. P. Morgan & Co. were the syndi- 
cate managers, and received an allotment of f4,000,000. Upon 
this 13,200,000 was called in 1902 and this amount appeared in 
its annual statement for that year. In 1903 an additional 
amount of ?800,000 was called, and in order that its interest in 
this syndicate, the prospects of which were not at the time par- 
ticularly bright, should not appear at an increased figure in its 
statement for 1903, it was determined to make some disposition 
of the ?800,000 interest. Accordingly, on December 31, 1903, 
it was arranged that J. P. Morgan & Co. should pay tiie New 
York Life ?800,000, which was deposited to the credit of the com- 
pany. The ?800,000 interest was entered in its books as sold 
and the report to the Insurance Department stated that the com- 
pany's entire interest in the syndicate was $3,200,000 instead of 
14,000,000, and the value was stated at par, the price at which 
the 1800,000 interest had been apparently disposed of. On Janu- 
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ary 2, 1904, the New York Life gave its check to J. P. Morgan & 
Co. for 1800,266.67, that is, |800,000 and two days' interest The 
arrangement was made by Mr. Perkins, who acted both for the 
New York Life and his firm. It is plain that there was no bona 
fide sale and that the whole purpose of the transaction was to 
conceal the extent of the company's interest in the Navigation 
Syndicate. The interest of {800,000 was closed out in 1904 It 
a loss of {80,000 to the coi^ipany. 

In March, 1904, on the increase of the stock of the New York 
Security & Trust Company, 1,000 shares of the increased stock 
was used for the acquisition of the stock orthe Continental Trust 
Company, which was subsequently merged with the former com- 
pany. In connection with the carrying out of this plan objec- 
tion was made to the large interest of the New York Security & 
Trust Company in the syndicate relating to the securities of the 
New Orleans Railways Company. Influenced, as it is claimed, 
by the argument that the New York Life had made an advan- 
tageous sale of its stock some two years befere, and apparently 
with no other object than to assist the New York Security & 
Trust Company and those interested in it, the New York Life 
took from the Trust Company a participation of {2,500,000 in 
the New Orleans Railways Company Syndicate, and {1,500,000 
in par value of the bonds of that company at 85, paying therefor 
with interest the aggregate sum of {3,805,679.55. This was an 
investment wholly without justification. The syndicate interest 
was afterwards transferred to and settled through the temporary 
loan account. {250,000 of the bonds were sold at about 80 in 
November, 1904. On or about December 31, 1904, the remainder 
of the bonds, {1,250,000 in par value, were nominally sold for 
the apparent price of {937,500. In this way the bonds were 
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closed out of the books of the New York Life and were not 
included in its annual statement as of December 31, 1904. The 
transaction was carried out as follows : |1,000,0<)0 of the bonds, 
throu£^ an arrangement made by George W. Perkins, were sold 
pro forma to W. S. Fanshawe, a bond dealer with whom the 
Neiv York Life had numerous transactions, for f750,000. The 
bonds were delivered to the New York Security & Trust Ck>m- 
pany, from which Mr. Perkins obtained the money without Fan- 
shawe's intervention. The remaining |250,000 of the bonds were 
taken at the price of tlS7,500 by Mr. Perkins for the benefit of the 
" Nylic ^' fund, a trust fund created for agency directors, of which 
Mr. Perkins was the managing trustee. On January 5, 1905, 
the sub-committee of the Finance Committee, composed of Messrs. 
Perkins, Langdon and Randolph, reported in connection with 
the "New Orleans Railways interest referred to them with 
power," " that the proposed reorganization, although promising 
profitable results, involves the conversion of a portion of the 
bonds into stock, which could not therefore be entertained, and 
in the judgment of the committee made the sale desirable, to effect 
which involved a loss against which the committee provided in 
part by agreeing with the purchaser in consideration of a divi- 
sion of the resulting profits upon the securities to protect him 
against loss. The sale of ^1,250,000 bonds at 75 was {hereupon 
authorized on above basis." On or about the same day Fanshawe 
took up the tl,000,000 bonds from the New York Security ft 
Trust Company and the |250,000 bonds from "Nylic," paying 
the aggregate sum of {937,500, which at the same time was 
loaned him by the New York Life. He took them under an 
arrangement made with Mr. Perkins whereby the New York Life 
was to have 95% of the net profits on their re-sale. In other 
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words, Fanshawe merely agreed to take the bonds and sell them 
in his own name in consideration of 5% of the net profits. The 
transaction was closed in June, 1905, when the securities were 
sold and Fanshawe took up the loan and gave a check to the 
New York Life for 95% of the excess over the price at which he 
had nominally taken them. 

• Brief allusion may also be made to the manner in which other 
transactions in securities have been dealt with in the company's 
accounts. In 1898 the company took an allotment in the Toronto, 
Hamilton & Buffalo Railway syndicate of $875,000, receiving 
bonds of that par value and paying for them at 91, or $796,250. 
In July, 1899, the account was credited with $500,000 bonds as 
"delivered to the New York Life dit 99,'' and these were trans- 
ferred to another account then opened which was debited with an 
equivalent amount, importing an investment in $500,000 of the 
bonds at 99. In fact there had been no such investment, but the 
bonds were part of the lot acquired at 91. In December, 1899, 
the syndicate account was closed with an apparent profit of 
$44,908.96, which was carried to the credit of profit and loss, 
when in fact there had been no such profit. The transaction was 
simply that $500,000 of the bonds were marked up from 91 to 
99, the company treating itself on the one hand as investing in 
them at the latter figure and on the other as having made the 
profit by the re-sale. 

The profits on securities sold in 1901, including the $800 a 
share received on the stock of the New York Security & Trust 
Company, amounted to $5,253,541.57, which with profits from 
other sources of $585,545.59 made a total of $5,839,087.16. The 
company thought it a good opportunity to take out of its account 
items known as "agents' balances," which were not recognized 
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as assets by the Insurance Department^ and reduce the value of 
the real estate. Hence from the total profit it deducted |1,622,- 
637.11 for agents' balances, |296,904.18 from the suspense ac- 
count, and 1843,980.88 on account of reductions in real estate 
values, leaving the sum of 13,075,371.99. This last amount, with- 
out mention of the other particulars, it included in its statement 
to the Insurance Department of December 31, 1901, in the follow- 
ing item under the head of income, "Net profits received from 
securities during the year, |3,075,371.99.'' 

In 1901, in connection with the United States Steel Corpora- 
tion Syndicate, under the management of J. P. Morgan & Co., 
Mr. Perkins through his relation to that firm had control of a 
?3,000,000 interest in that syndfcate, and subject to certain con- 
ditions was in a position to give to the New York Life the benefit 
of the participation upon such terms as he might think proper. 
Being Chairman of the Finance Committee of the New York Life 
and a trustee of the New York Security & Trust Company, the 
majority of whose stock was then owned by the New York Life, 
he arranged that the Trust Company should become registrar 
of the preferred stock and that a participation should be taken 
in its name, which was finally adjusted at 12,325,000, and that 
. three-fourths of this should be carried by the Trust Company 
for the benefit of the New York Life. The Trust Company was 
to provide the moneys called for on the subscription and guar- 
anteed the New York Life against loss. The object of this course 
of dealing was to aid the Trust Company and to give the New 
York Life the benefit of a participation, expected to be profitable, 
without its taking a direct interest in the underwriting. Inas- 
much as it was a stock transaction it was not deemed proper for 
the New York Life to take a direct interest, and as Mr. Perkins 
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said, the company was " careful never to have any records about 
it." It was omitted from the list of the company's syndicate 
participation furnished, the committee. The profits on the entire 
participation were received by the Trust Company and three- 
fourths paid over to the New York Life. It was out of a portion 
of these profits, it will be remembered, that certain notes of 
Andrew Hamilton were taken care of. The cash profits received 
were credited to an account entitled "Commissions and Profits 
earned by Syndicate Participation," kept in the ledger of the 
Treasury Department at 5 Nassau street, the balance of which, 
after deducting certain debit items, was carried at the end of the 
year to profit and loss in the general ledger. In the final settle- 
ment of the profits there was received an interest in the syndi- 
cate relating to the retirement of the preferred stock of the 
United States Steel Corporation, upon which subsequently a 
call was made, the payment of which it appears from a liiemoran- 
dum in October, 1903, was informally authorized, with a note 
" not to be noted in minutes," apparently with the object of con- 
cealing so far as possible the syndicate interest. 

In June, 1904, Kidder, Peabody & Co. brought to Mr. Perkins' 
attention a proposed venture in connection with the Mexican 
Central Railroad Company, asking lie co-operation of J. P. Mor- 
gan & Co. There were reasons why J. P. Morgan & Co. could not 
undertake it. Mr. Perkins became convinced that it was a good 
piece of business and said that he would " take care of one-half 
the arrangements," which involved putting up one-half of t2,000,- 
000, to be used for the purchase of Mexican Central bonds to be 
carried on joint account. Mr. Perkins arranged to have |1,000,- 
000 of the bonds sent to the New York Life and that that com- 
pany should carry the bonds for coupons. Accordingly the New 
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York Life received |1,000,000 of the bonds oa June 27, 1904, and 
paid Kidder, Peabody & Co. 9930,000, which was repaid with the 
agreed interest in Aognst, 1904. Abont a month later Eidd^, 
Peabody & Co. rendered a statement to the New York Life of the 
profits realized on ihe transaction, amounting to 140,903.60. 
Kidder, Peabody & Co. knew no one in tiie transaction bnt the 
Xeto York Life and Mr. Perkins acting on its bdialf. But Mr. 
Perkins testifies that at his first interview with Mr. Winsor, of 
Kidder, Peabody & Co., he had made np his mind to undertake 
the matter for the benefit of the " Nylic " fund for agency direc- 
tors and had procured the necessary money from the New York 
Life, because "Xylic" did not have sufficient for the purpose. 
This being explained to the President and Treasurer, ihe check 
for f40,193.60, representing the profits of the transaction, which 
had been drawn to tiie order of the New York Life, was endorsed 
and delivered to Mr. Perkins, who had it cashed. The proceeds 
of the check were placed in Mr. Perkins' individual bank account, 
in which he kept the ** Nylic" funds. The result was that tiie 
New York Life was deprived of the profits to which the use of 
its money in the manner described fairly entitled it. The check 
did not go through the account of the New York Life and the 
receipt of the profit does not appear upon its books. Nor was 
the transaction brou^t before its Finance Committee. 

Apart from the "ledger" stocks disposed of as above stated, 
the company from time to time has received through loans and 
syndicate participations- certain shares of stock which have been 
treated as " non-ledger " or " unclaimed " assets. The company's 
list of these assets embraces the following: 
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Date 

Acquired. Name. Shares. Date of Disposition. 

1894 Mackey, Nisbet & Co 700 1903 

1894 Evans & T. H 633J 1904 

( 1899—1000 

1898 Union Pacific preferred 5000 \ 1900-1000 

( 1904r-3000 

1898 Southern Railway preferred 1000 1905 

1899 New England Gas 2000 | 1902^1000 

1900 Wisconsin Central 30 1904 

1901 Erie first preferred 2100 1904 

1901 Kanawha & Hocking > 1000 

1902 Continental Coal 1500 



In addition, there were $43,000 bonds of the United States 
Steel Corporation received by the company in May, 1904, in set- 
tlement of its participation in the preferred stock above men- 
tioned. 

None of these securities has been included in any annual 
statement made by the company to the Insurance Department.. 
The proceeds of sales of these securities made prior to 1904, 
appear to have been credited to the profit and loss account. On 
March 19, 1904, an account was opened in the ledger kept in the 
treasury department known as the "Hajiover Bank OflSce Ac- 
count" to which dividends and interest on non-ledger securities 
and proceeds of sales thereof made in 1904 and 1905, together 
with profits on the ultimate disposition of New Orleans railways 
securities have been kept. There have been received and cred- 
ited to this account in 1904 and 1905, from non-ledger assets over 
$900,000. As the receipts were from non-ledger securities, the 
account was a convenient place in which to charge items which 
it was not desired to enter in the general accounts of the com- 
pany. Thus the loss of $82,303.12 on the ultimate disposition of 
the $1,800,000 of bonds of the United States Steel Corporation 
purchased in 1902, and nominally sold, as already stated, at the 
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end of that year in order that they might not be disclosed in the 
annual statement, was charged to this account against the re- 
ceipts from non-Iedgei* assets. To this account also were origi- 
nally charged two items aggregating ?100,000 paid Andrew Hamil- 
ton in March, 1904, which was subsequently transferred to the 
real estate account forming part of the $235,000 above mentioned, 
and here also was entered the amount of the contribution of 
1904, to the Republican campaign fund. 

It has been the boast of the company that it has made large 
profits in its dealings and securities. Its financial transactions, 
under the supervision of the Finance Committee, "have been 
largely, including those already mentioned, in the immediate 
charge of George W. Perkins. O9 his becoming, in 1901, a mem- 
ber of the firm of J. P. Morgan & Co., his salary as an officer of 
the New York Life was reduced from $75,00,0 to $25,000, and he 
has testified that he has paid to the New York Life his share of 
the profits since made by his firm through his dealings with the 
company.. The total amount paid by him to the company on 
account of such profits is $10,490.67, of which $10,412.57 was 
paid on December 30, 1903 ($9,730 through an offset of amounts 
claimed to have been disbursed by him for the company in the 
two prior years), and $78.10 on July 19, 1905. The explanation 
of the small amount paid by Mr. Perkins to the company on 
account of his share of the profits in these transactions is that 
they were high-grade securities yielding little profit to the firm, 
and that his interest in the firm was relatively small. The evi- 
dence is that while Mr. Perkins has been a member of the firm of 
J. P. Morgan & Co., the New York Life has purchased from it 
securities of the par value of $39,286,075.00 for the price of 
$38,804,918.51. Of these $3,657,000 in par have since been sold 
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at a profit to the company of 135,131.25, and the maitet ralne of 
the remainder is stated to be |749,533.75 over cost 

It has been the policy of the company not to limit itself strictly 
to investments. It has engaged largely in syndicate underwrit- 
ings, and these; it claims, have been very profitable. Exclusive 
of its interest in the United States Steel Corporation Syndicate, 
it states that its profits from syndicate participations have 
amounted during the past ten years to ?2,399,695.22. It has been 
the practice, at least in recent years, to keep an account of profits 
from those sources in the ledger of the treasury departm^it 
against which have been entered sundry charges of syndicate 
losses and other items which it was convenient to charge against 
syndicate profits, such as t^jOOO for furniture for the Hanover 
Bank office, and the balance has been carried to profit and loss 
in the general ledger. 

The company has also entered into numerous transactions on 
joint account, where the object was not to buy for investment 
but for ihe purpose of early sale on a rising market. In other 
words, it has sought to take advantage of the financial connec- 
tions and information of those charged with its financial opera- 
tions by an approach, as close as possible to the banking business. 
The course of business has been to make, with others, a joint 
purchase of securities, frequently furnishing all the money re- 
quired in carrying the securities for the interest, and to divide 
the profits from the re-sale in agreed proportions. The company 
claims that its profits in cash and on bonds retired in connecb'on 
with these ventures have amounted to 1886,604.88. \Miile It has 
made money for itself it has given large shares of the profits to 
the bankers, who have used its money and attended to the busi- 
ness. Thus in 1899, on a joint account with Ooldman, Sachs & 
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Co. and Q. W. Bartholomew, the New York Life supplied upward 
of 12,000,000 for the purchase of f2,300,000 Missouri Pacific 58 
at 90 ; they were carried until September, 1900, when they were 
sold and the profits after paying interest were divided as follows: 
11/23 or 198,172.94 to Goldman, Sachs & Co.; 1/23 or |8,:)24.94 
to G. W. Bartholomew, and 11/23 or 198,172.94 to the N&uy York 
Life. In April, 1904, Chairman Perkins reported to the Finance 
Committee an " offering by Kuhn, Loeb & Co., of about |3,000,000 
Long Island Railroad Company refunding mortgage four per 
cent, bonds, guaranteed by Pennsylvania Railroad at 98^ accom- 
panied by guaranty that our interest of ?750,000 in syndicate 
through which said bonds are issued shall yield a profit equiva- 
lent to one-half per cent, reduction in price of said |3,000,000 
bonds. The chairman thereupon proposed to take the amount 
offered on those terms in joint account with William S. Fanshawe 
(he to surrender to us his own syndicate interest of |100,000) — 
$1,000,000 of bonds to be withdrawn as an investment for the com- 
pany — which was approved." Accordingly the New York Life 
supplied f2,984,590 for the purchase on joint account of $3,045, 
500 of these bonds at 99, less than one per cent., retired $1,000,000 
at 97^, and the remainder was sold in June, 1904. The New 
York Life received the proceeds and paid over to Mr. Fanshawe 
$22,500 for his share, retaining $8,182.50 for its share, of the 
profits. In 1904 the New York Life furnished the moneys for 
the purpose of purchase and sale on joint account with W. S. 
Fanshawe, of Chicago, Burlington & Quincy joint 4s up to 
$1,000,000. Purchases were made in September and October at 
from 97 to 97% and were, sold from time to time in November, 
the account being closed with a profit of $4,656.20 to each party. 
There were numerous transactions of this general description, in 
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some of which the other parties to the joint account carried their 
shares of the purchases, and the justification for the division 
of the profits is sought to be found in the command of expert 
services. 

The company has made very few collateral loans. It appears 
ihat f50,000 was loaned for some time at 1^ per cent, per 
annum to John B. Hegeman, President of the Metropolitan Life 
Insurance Company, from which company President McCall has 
received a similar favor, somewhat larger in amount. 

The monthly cash balances of the New York Life, in bank and 
office, in this country for the past few years have run from about 
19,000,000 to upwards of |19,000,000. For several years the com- 
pany maintained four accounts with the New York Security & 
Trust Company. Three accounts were active and interest was 
allowed at the rate of one per cent. The fourth account (No. 4) 
was opened in January, 1901, and shows large monthly balances 
ranging from |3,000,000 to over ?10,000,000. It was used to pro- 
vide the Trust Company with moneys for the purpose of loans, 
in consideration of which it paid to the New York Life within 
% per cent, of the current rate of money. The balance was re- 
duced to 12,500,000, in July, 1904, and was maintained at this 
level until February, 1905, when it was discontinued. Thereupon 
the same arrangement was made with the First National Bank. 

The New York Life also had close relations with the Central 
National Bank. In January, 1900, New York City corporate 
stock to the amount of about 1700,000 owned by the New York 
Life was taken from the vaults and delivered to the Central 
National Bank in exchange for the check of that bank for an 
equivalent amount. The check was not used, but was surren- 
dered when the securities were returned a few days later. It 
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wouM seem that they were taken for clients of the bank, includ- 
ing the Merchants' Trust Company, to be used in avoiding taxa- 
tion. This seems to have been done upon other occasions. No 
entry of the transaction was made upon the books of the com- 
pany. 

There is no ground known to the committee for questioning 
the soundness of the company. It is absolutely able to meet its 
engagements and the serious abuses which have been disclosed 
have not affected its solvency. As in the case of the other com- 
panies, however, increasing volume of assets and magnitude of 
business are frequently pointed to as sufficient criteria of pros- 
perity without due attention" to the importance of economy in 
administration, and the resultant returns to policy holders. 

The business of the ^ew York Life has grown more rapidly 
than that of any other company. Comparing its business for 
1904 with that for 1885, we find that its outstanding insurance 
has increased from 1259,674,500 to 11,928,609,308, and its annual 
premium income from 112,480,848 to |80,556,577. To ordinary 
insurance it has added substandard risks on special terms, justi- 
fied, it is said, by its experience. The greater part of this growth 
has been within the last few years. Since 1898 it has increased 
its outstanding insurance over 11,000,000,000 and more than 
doubled its annual premium income. In each of the years 1902, 
1903 and 1904 it wrote over $300,000,000 of new business, the 
amount for 1904 being |345,722,523. To accomplish this every 
effort has been made to stimulate the activity of agents. Bonuses 
and' prizes of various sorts have been added to commissions. The 
agency system of this company for about twelve years past has 
been to employ supervising agents on salary, establish branch 
offices, pay first year's commissions with renewal commissions 
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for a short time only, and to add to the emoluments of agents 
further rewards through a system peculiar to the company. An 
organization of agents has been formed known as " Nylic '' (from 
the initial letters of the corporate name). Its members are 
divided into various degrees and draw benefits proportioned to 
their terms of continued efficient service, the senior " Nylic '' being 
entitled to benefits for life, upon condition that they do not enter 
the service of another company. In addition, a fund has been 
created for the benefit of agency directors, made up of a per- 
centage of their salaries and certain agreed bonusea* and to which 
also the company for several years contributed an amount equal 
to 25 per cent, of the salary contributions. Messrs. Perkins, 
Kingsley and Weeks are trustees of the funds. These, in fact, 
are handled exclusively by Mr. Perkins, who mingles them with 
his own in his^ individual bank account, making annual state- 
ments. This is called "Nylic for Agency Directors." These 
methods, it is claimed, have proved of great benefit in maintaining 
a satisfactory agency force, and also in diminishing rebates. They 
have been costly, however, the cost of new business in 1904 being 
no less than 260 per cent, of the margins in the first year's 
premises, including loading and mortality savings. It may be 
added that, while strict rules have been established against re- 
bates, officers themselves have in certain cases taken commis- 
sions, or have shared in the commission of agents, upon policies 
issued on their own lives. This is true in one case of Vice- 
President Perkins, who, in 1901, took policies for 160,000 through 
an agent, in order to assist him in a contest for a certain amount 
of business, Mr. Perkins receiving the agent's commissions on his 
own insurance. Vice-President Kingsley, in obtaining certain 
policies from the company directly, has received an allowance 
6 

Digitized by VrrOOQ IC 



82 [ASSBMBLT 

equivalent to a brokerage commission. Commissions have also 
been allowed to Second Vice-President E. R. Perkins. It appears 
that there is a general practice of allowing commissionist to those 
connected with life insurance companies upon their own policies. 

The enormoui^ increase of business has been obtained at heavy 
cost. In 1904 the first year's premiums were ?13,988^186.T5 and 
the expenses of new business ?11,116,864. Of this amount over 
18,000,000 consisted of first year's commissions, advances and 
bonuses. 

Such amounts could not be expended save at the expense of the 
policy holders. Thus it was admitted by the Actuary, in a letter 
to the General Manager, in March, 1903, that the rapid increase 
of business in the three years previous had required a borrowing 
from the surplus of about $14,000,000. It is urged that older 
policy holders gain by a wider distribution of the fixed charges, 
and that the amounts borrowed for new business will ultimately 
be made good by the renewal premiums paid on the business 
acquired. This, however, obviously depends upon the persistence 
of the new business, the rate and cost of the expansion of the 
business and the extravagance or economy of the administration. 

The surplus of the New York Life has grown from f 9,799,176 
at the end of 1885 to f47,528,140 at the end of 1904, without 
taking account of about f 7,000,000 excess of market value over 
book value. The gain in surplus for 1904, however, was only a 
little over f400,000, although the receipts of that year showed an 
excess over those of the previous year of more than |8,000,000. 

About 132,000,000 of its surplus at the end of last year was 
stated in its annual report to be held to provide dividends on 
policies with deferred dividend periods. The total dividends 
paid by the company have considerably increased in recent years. 
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They amounted to 12,467,329 in 1889, and were less than that 
amount until 1898, when they reached |2,759,432. They were 
only 12,828,142 in 1900, but they have since steadily increased, 
until in 1904 they reached the sum of $5,898,491. This is ac- 
counted for by the larger number of deferred dividend policies 
completing their periods. The rate of dividends has diminished. 
The mode of distributing surplus in this company was for many 
years the usual contribution plan applied to the computation of 
annual dividends, and the same plan is yet employed for com- 
puting annual dividends. The plan for computing tontine divi- 
dends under forfeiting policies was to accumulate the annual 
dividends and add the gains from forfeitures of accumulations 
through lapses and death. It appears that this plan was aban 
doned about ten years ago, and that since that time the divi- 
dends allowed on these policies have been arbitrarily fixed with 
relation to previous dividends actually computed. Under the non- 
forfeiting or accumulation policies the company employs a sys- 
tem of computing, by means of hypothetical groups of persons 
at selected ages, the proportionate shares of each class in the 
total assets of the company at the end of each year. This method 
of computation was adopted when the Prussian Government re- 
quired the company to separate its tontine funds by classes. It 
appears that under this method, called the assets' shares system 
of computation, the funds attributed to these policies are not 
equal to the reserves on the same for the first four years. The 
margins over the reserves after the first four years, it is explained, 
are diminished in the reports to the German Government pro 
rata, a suflScient amount from what the assets^ shares really show 
to cover the deficiency on the policies less than four years old; 
and in the last year, before actually paying out surplus on a 
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gjL\ea class, the estimated share of the matnriiig classes is made 
good bj putting back the necessary amounts into their accounts. 
The following illustrates the manner in which the funds to the 
credit of the policies are increased in the last year, as shown bj 
the German reports: 
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The large diminution in the returns to policy holders which has 
taken place, notwithstanding the very large growth and apparent 
prosperity of the company, is illustrated by the following state- 
ment as to the annua] dividends paid in the years 1885, 1895 and 
1905 : 
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The apportionments made on the deferred dividend policies 
show poorly in comparison with the estimates furnished by the 
company. The following is a table of comparisons : 

Age 40 — Estimated surplus and actual results. 
Tontine Estimates of 1872. 



Period, 
Years. Estimated. 



Actual. 



Life 10 

Life 15 

Life 20 

20 Payment 15 

20 Payment 20 

20 Year Endowment. 10 

20 Year Endowm^it 15 

20 Year Endowment 20 



$176 49 


(1882) $139 62 
(1887) 262 21 


472 57 


943 84 


(1892) 430 06 


589 11 


(1887) 317 90 


1,243 98 


(1892) 527 02 


269 54 


(1882) 211 92 


787 11 


(1887) 413 75 


1,650 79 


(1892) 710 15 



Tontine Estimates of 1881. 



Period, 
Years. 



Estimated. 



Actual. 



Life 10 

Life 15 

Life 20 

20 Payment 10 

20 Payment 15 

20 Payment 20 

20 Year Endowment 10 

20 Year Endowment 15 

20 Year Endowment 20 



$98 81 


(1891) $90 20 


343 47 


(1896) 156 19 


793 57 


(1901) 332 69 


114 88 


(1891) 104 50 


430 93 


(1896) 181 20 


954 54 


(1901) 390 71 


100 30 


(1891) 131 50 


538 07 


- (1896) 238 78 


1,234 00 


(1901) 564 43 



Tontine and 'Non-forfeiting estimates, 1884. 



Period. Estimated. 
Years. 



Life 10 

Life 15 

Life 20 

20 Pajrment 10 

20 Payment 15 

20 Pajrment 20 

20 Year Endowment^ 10 

20 Year Endowment 15 

20 Year Endowment -. . 20 



$83 81 
250 47 
492 57 
89 88 
233 93 
467 54 
109 49 
350 07 
692 00 



Tontine. 



Actual 
Non- 
forfeiting. 



(1894) 
• (1899) 
(1904) 
(1894) 
(1899) 
(1904) 
(1894) 
(1899) 
(1904) 



$84 54 
156 19 
332 69 
98 06 
181 30 
390 77 
129 15 
238 74 
563 43 



$73 74 
147 65 
220 81 
81 88 
178 60 
257 56 
103 96 
249 15 
390 55 
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The (XHnpany has pCTmitted illiistrati¥e eatimates to be made 
and actual results to be adapted wbich do not appear to be 
justified by Intimate expectations. While the company does not 
acknowledge any l^al liability for dividends before they are ap- 
portlonedy it claims to keep its accounts in such a manner that 
the policy holders receive due credit at the expiration of the 
agreed periods for their shares of the surplus, including a return 
of what may have been used in order to acquire new business, 
niis is an ^ort to equalize the burden of the large expenses of 
the company, which, nevertheless, rests heavily upon the policy 
holders. Without its system of deferred dividends, making avail- 
able a lai^ surplus, upon which, according to its theory, it may 
draw, the company would find it impossible to expand its busi- 
ness at the present rate without disclosing the real results. 

EQUITABLE LIFE ASSURANCE SOCIETY. 

The Eqt^tahle Life As9uranc€ Society was organized in 1899 
pursuant to the act passed June 24, 1853. At the end of 190i 
its outstanding policies numbered 564,594, representing 
$1,495,542,842 of insurance. 

It is a stock company, with a capital of $100,000, divided into 
1,000 shares. By the charter the holders of the capital stock are 
entitled to semi-annual dividends at a rate not exceeding 3^4 
per cent., and it is provided that the earnings and receipts over 
and above dividends, losses and expenses shall be accumulated. 
Tfse insurance business was to be conducted upon the mutual 
plan, and every five years an exhibit was to be made of its 
assets and liabilities and the policy holders were to be credited 
with equitable shares of the net surplus, after deducting a sufiS- 
cient amount to cover all outstanding risks and other obliga- 
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tions. Before the Legislative Investigating Ccwnmittee of 1877 
Henry B. Hyde, then President of the society, unequivocally testi- 
fied that the interest of the stockholders was limited to their semi- 
annual dividends, that there had been no additional adivantage 
given to them in any manner " past, present or contingent," and 
that all surplus accumulations were for the exclusive benefit of 
the policy holders. He stated the market value to be a little 
above f 150 a share. Prom that time to the present the businesp 
has been conducted upon the representation that it is in effect 
a purely mutual company. That none of its surplus earnings 
belong to its stockholders has been repeatedly asserted in the veri- 
fied statements of the society submitted to the Commissioners of 
Taxes and Assessments of the City of New Yoi*. 

Stockholdei*s alone are permitted to vote for directors. The 
charter gives the right to the directors to confer upon policy 
holders insured for not less than $5,000 the right to vote in per- 
son, but this power has not been exercised. The late Henry B. 
Hyde acquired a majority of the stock and, dominated the society 
until his death in 1899. Pour years before, he placed 502 shares 
in trust subject to revocation during his lifetime. He reserved 
for himself the beneficial interest and provided that in case of 
his death the trust should continue during the life of his son 
James Hazen Hyde or until the latter should attain the age of 
thirty years, when the shares were to become his absolute prop- 
erty. In the event of the death of James H. Hyde, surviving his 
father, at an earlier age the shares were to go to those appointed 
by his last will, or in default of appointment to his eldest male 
child, or if none to his mother or next of kin. James H. Hyde 
was nearly twenty-three years old when hits father died and under 
the trust deed he had become one of the trustees on attaining 
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his majority and was entitled to receive proxies and vote upon 
the shares. It was also provided that no votes should be cast 
upon the shares except for a person approved by him. When he 
reached twenty-five, by the terms of the deed Louis Fitzgerald, 
James W. Alexander and James H. Hyde became the dole trus- 
tees and in 1903 Louis Fitzgerald was succeeded by William H. 
Mclntyre. 

In February, 1905, deeming the control of the stock by James 
H. Hyde to be prejudicial to the interests of the society, Presi- 
dent James W. Alexander with some thirty-five other. ofQcers 
and agents of the society, memorialized the Board of Directors 
to extend to policy holders the right to vote. The petitioners 
stated that from "their practical experience in the conduct of 
the society's business" they "have become convinced that its 
continued welfare and progress and the due administration of 
the trust funds in its charge render a change necessary, and that 
it is incompatible with present public opinion, as well as with the 
interests of the society and its beneficiaries, that the policy 
holders as the real parties in interest should continue to be with- 
out any voice in the administration of these funds, but that the 
entire power of selecting directors should be vested in and exer- 
cised solely by the holder for the time being of a majority of the 
society's nominal capital stock." The board then adopted a 
resolution that in its' opinion "the policy holders should be given 
the right to vote for directors and that steps be taken for carry- 
ing this principle into effect at the earliest possible moment" 
A committee was appointed " to arrange the details for carrying 
the subject into execution, and in connection therewith the settle- 
ment of the allied question of indemnification of stockhplders,** 
and this committee in March, 1905, submitted to the board a 
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report nnanimonslj recommending that the charter Bhould be 
amended so as to provide that twenty-eight of the fifty-two di- 
rectors should be elected by the policy holders. The report did 
not deal with the matter of indemnity. The Board of Directors 
unanimously adopted the form of amended charter as proposed 
by the committee, and this was subsequently submitted to the 
Superintendent of Insurance for approval. In April, 1905, a 
further amended charter was unanimously adopted by the Board 
of Directors substantially to the same effect, save that it provided 
for the election of the entire Board of Directors in two years 
instead of four. An action was brought in the Supreme Court 
by Franklin B. Lord, a stockholder, in which an injunction was 
granted by Mr. Justice Maddox at Special Term, restraining the 
company from carrying out the plan. Subsequently a demurrer 
was interposed to Mr. Lord's complaint, and this demurrer was 
overruled at Special Term by Mr. Justice Keogh. On appeal 
these decisions were aflSrmed by the Appellate Division of the 
Supreme Coujrt in the Second Department, Mr. Justice Wood- 
ward writing the majority bpinion. While the learned Justice is 
of the view that under the general reserved right to amend 
charters the Legislature can give to policy holders the right to 
vote for directors, it is held that section 52 of the Insurance 
Law, despite its comprehensive terms, was not intended to con- 
fer upon the directors the right to amend the charter in this 
manner. Appeal to the Court of Appeals is now pending. 

In connection with the original petition for mutual ization, 
serious charges were made .against James H. Hyde and his 
administration of corporate matters within his charge,' which led 
to counter-charges on his part against President Alexa.nder. The 
matters brought to light through the controversy which ensued 
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were of such serious import that in April, 1905, the Board ap- 
pointed a committee, consisting of H. C. Prick, E. H. Harriman, 
Brajton Ives, Cornelius N. Bliss, M. E. Ingalls, James J, Hill 
and D. O. Mills, which was " charged with the duty of thoroughly 
investigating and reporting upon the present management of the 
society.'' Messi3. James J. Hill and D. O. Mills were unable to 
serve. The others took up the investigation and on June 2 made 
a report severely criticizing the management. The committee 
found that owing to the practice of nominal transfers to qualify 
directors the title of a great majority of the Board was open to 
doubt; that the relations of the Board to the exercise of the 
society's powers had been practically nominal, these powers hav- 
ing been delegated to officers and committees which had been 
guilty of serious irregularities; that the society's methods of 
doing business were unsystematic, and that there was a " general 
looseness in the administration of its affairs requiring prompt 
and thorough rectification." There were "excessive salaries, 
excessive commissions, excessive expenses, superfluous offices," 
and " a general lacking in the organization of that strong moral 
fibre so essential for the accomplishment of satisfactory results." 
Soon after the first disclosures it became evident that in order 
to restore public confidence a change in the control of the stock 
would be necessary. Mr. Hyde says that some time prior fo the 
Frick report he received four offers for the trust stock. The 
first was from George J. Gould, a director of the society; the 
second was made by Mr. Frick of |5,000,000 in cash for the 
entire holding and |2,500,000 fop one-half; a third offer was 
fl,000,000 from Vice-President Tarbell, purporting to represent 
a syndicate, and the fourth offer was of |7,000,000 from George 
W. Young, who had been at the head of the United States Mort- 
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gage & Trust Company, a Bubsidiary institution of the Mutual. 
As the dividends upon the Hyde trust stock, which was the 
subject of these offers, were limited to |3,514 a year, and the 
society had continuously represented that its accumulations be- 
longed to its policy holders, it is evident that the control of the 
stock must have been regarded as affording enormous collateral 
advantages to those interested in financial operations, unless it 
was believed that the methods of the society in apportioning 
dividends, as hereafter explained, afforded a basis for a claim 
to some share of the surplus. These offers were declined by Mr. * 
Hyde, who testifies that he first offered to put the stock in trust 
for five years and then suggested that the society should buy it; 
but this was beyond .its legal power. 

The week after the Frick report the 502 shares were sold to 
Thomas F. Ryan for |2,500,000 in cash. It was a condition of 
the purchase that Paul Morton should become the chief execu- 
tive officer of the society and have a free hand in its reorganiza- 
tion. Accordingly on June 9, 1905, the by-laws having been 
suitably amended, Mr. Morton was chosen Chairman of the Board 
of Directors and the resignations of the executive officers were 
placed in his hands. The purchase was then completed. As 
Mr. Hyde had not yet reached the age of thirty the transfer by 
the trustees was supplemented by individual transfers on his 
own part and on that of his mother and sister, an appointment 
in favor of Mr. Ryan under a codicil of his will, and a covenant 
against revocation, upon the breach of which he was to repay 
the purchase price. Both parties to the transaction claimed to 
be actuated by philanthropic motives. Mr. Hyde stated that he 
was convinced that the stock control should, cease to be vested 
in any one person and that he had parted with it in the interest 
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of the policy holders. Mr. Bjaii has testified that he was 
influenced by a desire to avoid a panic in business and to render 
a public service in making possible the rehabilitation of the 
society; it was a part of his plan to place the shares as soon 
as acquired in a voting trust composed of Honorable Grover- 
Cleveland, Mr. Justice Morgan J. O'Brien and Mr. George West- 
Inghouse. Significance has been attached to the apprehension 
with which the purchase, even with this modification, was viewed 
in one important financial quarter. It Jippears that Mr. E. H. 
Harriman, who, formerly active as a member of the Board, had 
resigned on the day the report of the Frick Committee was 
presented, strongly objected to the purchase by Mr. Byan 
exclusively. The testimony of Mr. Byan is that Mr. Harri- 
man demanded that he should have a share in the purchase and 
an equal vote in the management; that if the stock was to be put 
in trust he should have the right to name two additional trustees; 
that he asserted that Mr. Byan would not be able to carry out 
the plan without his aid, and that if his wishes were not met 
his whole influence, financial and political, would be thrown 
against him. Mr. Byan adds that in the course of one of their 
interviews Mr. Harriman referred to the probability of action by 
the Legislature, saying that in that event his influence for or 
against him would be important. Mr. Harriman's testimony is 
that he criticized the proposed purchase when he first heard of 
it; that Mr. Byan invited his co-operation, and that he did assist 
in procuring the election of Mr. Morton; that Mr. Byan told 
him that nothing further would be done without a conference 
and his consent, and that he was much surprised when informed 
that the matters had been concluded without further consulta- 
tion; that resenting this he offered to take one-half of the stock 
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on condition that two additional tmstees should be named by 
him and stated that if he was not satisfied as to the purity of 
Mr. Ryan's intentions he should oppose him in every way. He 
does not recall referring to legislative action or to political 
influence, although possibly he may have mentioned the latter. 
He says he had the deliberate intention of using his entire 
influence against Mr. Ryan provided he "saw any indications 
of improper influence in connection with the Equitable or any of 
its subsidiary companies." 

^The deed of transfer of the 502 shares to the three trustees 
above named was executed by Mr. Ryan on June 15, 1905. It 
recited the plan adopte<^ by the directors for the mutualization 
of the society, the litigation which had prevented its consumma- 
tion, and that the deed was executed to effect, so far as prac- 
ticable, the result thus sought to be attained. Accordingly the 
trustees were authorized to take, in their discretion, any action 
necessary or proper to carry the plan of mutualization into effect 
so as. to secure to the policy holders the right to elect directly 
twenty-eight directors or a like proportion of the entire number 
of the board ; but no steps have thus far been taken in this direc- 
tion. The trust deed further provides that the trustees shall so 
vote the shares that out of every thirteen persons voted for seven 
shall be policy holders selected in accordance with the wishes 
of the policy holders to be expressed by written requests ad- 
dressed to the trustees in November of each year by holders of 
policies in force for not less than a year, and that the remaining 
six shall be selected by the trustees in their uncontrolled discre- 
tion. The object is stated to be that of the entire fifty-two direc- 
tors, twenty-eight shall be policy holders "selected by or on 
behalf of the policy holders." The trust deed does not, however, 
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provide explicitly that in voting for directors to represent the 
policy holders the trustees shall be governed by the voice of a 
plurality of those indicating their wishes. In a letter dated Sep- 
tember 18th, addressed to the Committee by Honorable Grover 
Cleveland, it is stated that the trustees were at once confronted 
with the conditions which had resulted in such numerous resig- 
nations from the board as to make it essential to reinforce the 
directorate without delay. They believed it to be their duty to 
act in the matter in such a way as "to further the scheme of 
mutualization, which had become the declared policy of the so- 
ciety," and therefore determined that- the persons to be recom- 
mended should be taken entirely from policy holders. On June 
16th they issued a notice to the policy holders acquainting them 
with the provisions of the deed, and requested an expression of 
preferences with reference to the vacancies. The notice was 
given wide circulation through the public press, and by mfliling 
copies to numerous policy holders. In response the trustees re- 
ceived representatives from a number of associations of policy 
holders in different localities, who gave advice concerning the 
choice of those they represented, but with this and diligent effort 
in other ways to secure information, they were able to recom- 
mend on June 27tli only nine persons for election. The next day 
a further notice was published in the press. The result down to 
the date of the letter had been that twenty-one members " of such 
character and business ability as insures the faithful and intelli- 
gent discharge of their duties " had been added to the board, all 
save two being policy holders. Mr. Cleveland adds : " There are 
probably nearly half a million individuals who are policy holders 
in the lEquitable Society and yet it would be giving a high esti- 
mate to place the number wlio have thus far made the least 
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effort, directly op indirectly, to acquaint the tmstees with their 
preferences at 25,000 ; and t^eir desires when made known have 
often been so palpably inconsiderate or based upon stich miscon- 
ception that they could not, With safety, be followed. The tms- 
tees have derived the best aid from policy holders in cases where 
their representations have been made through associations of 
the insured, regularly organized, and thus enabled to sift and 
reduce to sensible concentration the multiplicity and contrariety 
and the frequently misdirected want of local sentiment." 

Mr. Cleveland explained the failure of the trustees to put in 
operation the plan of mutualization " made mandatory upon the 
trustees under the terms of the trust agreement'' by reference 
to the Lord suit, in which an appeal was then pending to the 
Appellate Division of the Supreme Court. In his 'testimony, 
Mr. Ryan states distinctly that he will do all in his power to aid 
the policy holders in acquiring the right to elect a majority of 

/ the board if it be held that the Legislature is competent to con- 
fer it. In a letter addressed to Mr. Morton, under date of June 
26, 1905, Mr. Ryan said that he would not under any circum- 

, stances sell the stock except to the society or under some plan 
for the benefit of the society or its policy holders, but if it were 
found desirable to retire the stock or to acquire it for- the policy 
holders it would be at Mr. Morton's disposal at cost, with four 
per cent interest, less dividends. He testified that he had not 
considered the question of the retirement upon any other basis. 
The trust of the 502 shares is to continue for five years from 
June 15, 1905. In furtherance of Mr. Ryan's declared policy it 
is provided that it shall continue so long as the trustees shall 
deem advisable, and Mr. Ryan agrees upon the expiration of any 
period of five years to execute a deed of continuance. But under 
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section 20 of the General Corporation Law limiting snch tmst 
agreements to five years it would seem that snch an agreement 
imposes no legal obligation. 

In order to establish beyond question the qualifications of a 
majority of the board Mr. Ryan made a further purchase of 
eighty-seven shares at |2,500 a share, which at the same price 
has been distributed among directors. 

The Superintendent of Insurance began an examination of the 
affairs of the society in May, 1905, and made a preliminary 
report as of June 21, 1905, and a further report was made to 
him by his examiners on October 17, 1905. These reports called 
attention to grave abuses of management and additional irr^u- 
larities of the former adininistration have come to light in the 
course of the investigation by your Committee. 

Mention has already been made of the fact that the directors 
of the society have not performed the functions with which they 
were charged. For the most part they have been figure-heads 
invited by those in control of the stock to listen to such annual 
reports as might be submitted by the officers. They went through 
the form of selecting, officers and delegated their powers to com: 
mittees. Those charged with the actual management of the 
society, failed to realize their responsibility to the policy holders, 
involving the society in unwarranted outlays and entering into 
transactions in which through their relations to the Society they 
were enabled to further their individual interests. 

In February, 1888, Mr. Henry B. Hyde being the president 
and James W. Alexander the vice-president of the society, reso- 
lutions were adopted by the finance committee fixing their com- 
pensation. It was recited that these officers had surrendered to 
the society an agreement for commissions on premiums made 
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many years before, which if enforced would have given them 
larger compensation than they had received, and that they had 
performed extraordinary services not usually required and 
assumed large pecuniary obligations for which no compensation 
had been made. It was then resolved that the president should 
receive a salary of $50,000 per annum and the vice-president such 
salary as was then paid him or "as further fixed by the presi- 
dent," and in consideration of extraordinary services theretofore 
OP thereafter rendered and in lieu of commissions there should 
be paid to Mr. Hyde an additional sum of $25,000 yearly, both 
salary and extra compensation to date from January 1, 1886. 
It was further resolved that on the death of Henry B. Hyde 
there should be paid to his widow, Annie F. Hyde, an annuity 
of $25,000 during her life, and on the death of James W. Alex- 
ander an annuity to his widow, Elizabeth B. Alexander, of 
$18,000. Agreements to this effect were executed. The preamble 
and " resolutions authorizing these payments were entered in 
special minutes which were not spread upon the records of the 
finance committee. Apparently neither the resolutions nor the 
contracts executed under them w^re ever submitted to the board 
of directors in any form. The pension to Mrs. Hyde was paid 
until 1905, when upon advice of counsel it was discontinued; 
The reference to the agreement with Mr. Hyde for the payment 
of commissions is apparently based upon a " verbal understand- 
ing " with the board of directors, to which he testified before the 
Legislative Investigating Committee in 1877. Under this he was 
paid 2^ per cent, on the annual surplus, receiving a small salary 
in addition. His total annual compensation from both sources 
from' 1872 to 1874 was $57,500. This arrangement, however, 
expired in 1874, as sworn to by him before the Legislative Iiives- 
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tigating Committers of 1877. He was tiien placed on an annnal 
salary of (37,500 and no new contract was made on a percentage 
basis. It was claimed that in 1875 there was dne him nnder 
his contract for the past five years f63,822, which he surrendered 
to the society. But in the written opinion of tie society's coun- 
sel it is stated that the society in each of the years 1875 and 
1876 voluntarily paid him |20,000 in addition to his salary on 
account of the surrendered contract. What agreement had been 
made prior to 1888 with Mr. Alexander for the payment of com- 
missions or extra compensation is not known. 

In the past few years, prior to the reorganization, salaries were 
unwarrantably increased. Henry B. Hyde received f75,000 from 
1886 to 1894 ; subsequently, until his death in May, 1899, he was 
paid at the rate of |100,000 a year. When James W. Alexander 
then became president his salary was fixed at f75,000, which 
was increased in 1903 to |100,000. 

James H. Hyde was graduated from college in 1898, and in 
November of that year was made second vice-president. In May, 
1899, on his father's death, he was made vice-president, with a 
salary of $25^000, which was increased in 1900 to (30,000, m 
1902 10 175,000, and in 1903 to |100,000. The advance to |75,000 
in the salary of this young man, only twenty-six and compara- 
tively inexi)erienced, was plainly a recognition of his stock con- 
trol. The advance the next year to flOO,000 was upon the 
recommendation of Messrs. Chauncey M. Depew and Valentine 
P. Snyder, a sub-committee of the Executive Committee; and the 
president's salary was similarly advanced to keep up to that of 
the vice-president. Second vice-president Tarbell's salary 
was fixed at f40,000 in 1899, increased to |50,000 in 
1900 and thereafter, including an allowance of 110,000 for 
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expenaes, waa made |60,0OO a year. Mr. Tarbell had received 
140,000 BM third vice-president in 1897 and 1898. Hie successor, 
George T. Wilson, was paid f 25,000 in 1900 and 1901 and |30,000 
thereafter. The fourth vice-president, W. H. Mclntyre, a close as- 
sociate of Mr. James H. Hyde, was paid |10,000 in 1900, |12,000 in 
1901, 120,000 in 1902, |25,0O0 in 1903 and 1904 and at the rate of ^ 
130,000 until the reorganization in 1905. The salary of Secretary 
William Alexander was |18,500 from 1889 to 1898 and thereafter 
remained at $25,000. Comptroller Thomas D. Jordan received 
125,000 frQm'1893 to 1900, $30,000 from 1902 to 1904 and 
135,000 until his connection with the society ended in 1905. As 
stated in the report of the Frick Committee: "There are in 
1905 thirteen (13) executive oflicers in the society who held the 
same positions in 1900. In 1900 these thirteen officers received 
salaries aggregating $297,600. In 1905 the same officers received 
salaries aggregating $448,500, an increase of $150,900 or 51 per 
cent Of the thirteen officers three have received no increase in 
salary since 1900. Deducting these, the average rate of increase 
of the other ten has been 61 per cent. The salaries of six of the 
thirteen show an average increase of 86 per cent.'* The following 
comment is made by the Frick Conmiittee upon salaries of sub- 
ordinate employees : " In those departments of which the heads 
have received no increase of salaries the salaries of the working 
force have remained constant or have shown such slight 
increases as to appear to have been no more than consistent with 
the general tendency of salaries in all industries. On the other 
hand, those officers who have themselves been rapidly advanced 
have quite readily seen that their subordinates share in their pros- 
perity — at the society's expense. In the vice-president's office four 
employees who received in the aggregate $5,444 in 1900 received 
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113,900 in 1905, an increase of 155 per cent In the second vice- 
president's office six employees who received fl0,720 in 1900 
received f24,840 in 1905, an increase of 132 per c^it. The total 
salaries paid to employees of the president's office have increased 
48 per cent, since 1900 ; of the vice-president's office 134 per c«it, 
and of the second vice-president's office 126 per cent. The total 
office pay-roll of the society increased from |770,282 in 1900 to 
11,177,501 in 1904, or 53 per cent As compared with this the 
total income of the society increased bnt 36 per cent from 1900 to 
1904." Considerable amounts were also received by the executive 
officers as fees for attending directors' and committee meetings. 

Vice-president Hyde was also vice-president of the Equitable 
Trust Company, the Mercantile Trust Company and the Commer- 
cial Trust Company, in which the Equitable was heavily intw- 
ested, receiving from these companies in 1904 salaries of f 12,000, 
f 12,500, and |2,500 respectively, or f27,000 in all. 

The salary of Mr. Morton as chairman of the Board of Directors 
was fixed at f 100,000, but in August, 1905, his salary and tiie sal- 
aries of the other officers were reduced twenty per cent. 

Disbursements for so-called l^al expenses have been unwar- 
rantably large, and would seem to be no doubt that many improper 
expenditures have been charged to this account. Irregular prac- 
tices have been facilitated by the absence of proper vouchers detail- 
ing with suitable particularity the legal services rendered. Items 
amounting to many thousands of dollars have been disbursed in 
currency. In some cases vouchers have referred to fictitious l^al 
proceedings. There has been no check upon the discretion of tiie 
executive officers. 

Large amounts have been expended in connection with l^isla- 
tive matters. Reference has already been made to the instructioiifi 
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given by Comptroller Jordan to Andrew C. Fields, showing that 
tlie Equitable maintained a close supervision over all legislative 
ppoe^dirigs in New York which related either to insurance matters' 
or to any of the numerous interests with which through its invest- 
ments or relations to subsidiary companies the Equitable or its 
officers were interested. In the absence of Mr. Jordan and Mr. 
Fields it has not been possible to ascertain the amount expended 
in the effort to control legislation in this State, but it sufficiently 
appears that payments were made from time to time in order to 
equalize accounts between the Equitable, New York Life and the 
Mutual. On behalf of the Equitable Andrew Hamilton had charge 
of the western part of the country; the following payments to 
him, not believed to be a complete list have been proved : 

1895 12,833 33 

1897 14,516 49 

1898 2,866 00 

1899 9,341 66 

1901 2,500 00 

1903 13,333 00 

Total : 145,390 48 



There were also payments to the representatives of the Mutual 
for work in connection with legislative matters in the MutuaVs 
territory. 

Among the disbursements charged to legal expenses appear 
annual retainers of $20,000 paid to Chauncey M. Depew and 
f5,000 (for one year (1900) $7,500) to David B. Hill. Mr. Depew 
testifies that the payments to him began about 1888 and that his 
services consisted of advising the late Mr. Hyde in regard to 
matters of investment, settlement of controversies and trouble- 
some questions of various sorts ; and that after Henry B. Hyde'i 
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death his son, under the former's instructions, requested a con- 
tinuance of the relations, in pursuance of which Mr. Alexander 
from time to time consulted him. During this time Mr. Depew 
was a director and member of the Executive Committee. THie 
testimony as to the services is very general, and it does not appear 
that outside of those which the society was fairly entitled to 
receive from him as a director, the services were such as to war- 
rant the payments made. It does not appear what services were 
rendered by Mr. Hill, who became a United States Senator in 
1892, and whose retainer, it seems, began in 1895. In justice to 
him it should be said that when the Committee desired his testi- 
mony he was too ill to appear before it and there was not suffi- 
cient time to take his testimony by deposition, as he requested. 

The Equitable contributed to the Republican National Com- 
mittee 150,000 in 1904; undoubtedly contributions were made 
in prior national campaigns, but their amount has not been 
stated. For many years the society has made an annual con- 
tribution of 110,000 to the Republican State Committee throng 
Senator Piatt 

Thomas Coman, at one time prominent in local politics, being 
Courthouse Commissioner under Mayor A. Oakey Hall in 1871 
and President of the Board of Aldermen of New York City from 
1868 to 1872, has been employed by the society «ince 1883. His 
salary for some years was |6,000 and has recently been reduced 
to |5,400. He has been in the real estate department, under Comp- 
troller Jordan, and his principal duties have been to represent 
the society in matters bringing it into contact with the dejMirt- 
ments of the City government His good offices have also been 
availed of by the officers of the society in connection with their 
personal assessments. 
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In addition to the many payments charged to legal expenses 
without suitable identification of purpose, opportunities for im- 
proper outlays were afforded by the practice of maintaining 
irregular accounts. Bank accounts were kept with the Mercantile 
Trust Company and the Equitable Trust (Company in the name 
of Marcellus Hartley, Trustee, and George H. Squire, Trustee, 
to which wer6 credited moneys belonging to the society arising 
from syndicate participations or other transactions. The 
account in the name of Mr. Hartley (now deceased) ran 
for several years. In April, 1902, its balance was trans- 
ferred to the Squire Account, on which there w»re 
few drafts, the greater part going to the credit of the most 
notable of the irregular accounts, the one kept with the Mercan- 
tile Trust Company, under the name of the "J. W. Alexander 
No. 3 Account," or the "Alexander and Jordan Account.'' To 
this last-mentioned account there were debited in 1898 f249,- 
997.11, as the amount due on notes of Messrs. Alexander and 
Jordan, which up to that time had been carried by the trust 
company as bills receivable. It is supposed that it had been the 
practice of officers of the society to borrow from the trust com- 
pany in their individual names moneys required for certain dis- 
bursements which it was not desired to enter on the books of 
the society, and that these were renewal notes made by the then 
officers for the balance due on such loans. The majority of the 
debit items in the account, since 1898, consist of checks to the 
order of Messrs. Alexander, Jordan, Mclntyre, M. Murray, the 
Cashier, and others connected with the society. The explanation 
is that one of the officers of the society, usually Mr. Jordan, 
would obtain currency from the Cashier, signing a cash ticket 
which, generally on the same day, would be taken up by a check 
of the Mercantile Trust Company, In this way cash of the society 
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was taken for undisclosed purposes and reimbursement made 
through a loan from the trust company. No record was tept 
on the books of the society of these loans and Murray knew 
nothing of the manner in which the Mercantile Trust Company 
booked the items or of the purposes for which the moneys were 
used. On account of the absence of Jordan, Fitzgerald and Mc- 
Intyre, whom the Committee has not been able to serve with 
subpcenas, and the illness of Mr. Alexander, who has been unable 
to testify, it has been impossible to obtain definite information 
upon this subject. Mr. Hyde testifies that in 1902 he was re- 
quested by Mr. Alexander to write a letter to the Mercantile 
Trust Company, promising the indemnity of the Equitable, and 
that it was then explained to him that the account had been used 
for the purpose of settling suits, for the purchase of stock, the 
bidding up of which by speculative interests to a fictitious value 
based on claims to the surplus had proved injurious to the com- 
pany, and for political contributions. The total debits to the 
account on June 10, 1905, amounted to $1,874,966.60, described 
as follows: 

Notes, Alexander and Jordan |249,997 11 

Checks to order Alexander and Jordan 24,500 00 

" T. D. Jordan 59,500 00 

" J. W. Alexander 705,671 85 

" W. H. Mclntyre 212,450 00 

" M. Murray, Cashier 480,303 82 

" Alexander and Green 17,500 00 

" Alexander and Colby 4,250 00 

Transfer account, Louis Fitzgerald 40,000 00 

Interest 80,793 82 



Total 11,874,966 60 
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The credits to the account were as follows: 

December 15, 1898, by check T. D. Jordan |3,900 00 

January 3, 1899, for checks Equitable Life Assur- 
ance Company 687,273 99 

January 2, 1901, by check Mercantile Trust Com- 
pany 199,834 01 

December 30, 1901, by check George H. Squire, 
Trustee 100,000 00 

October 4, 1902, by check T. D. Jordan and George 
H. Squire (drawn on the Squire Trustee Account) 65,0CR) 00 

August 18, 1903, by check James H. Hyde (pro- 
ceeds of a syndicate participation) 26,503 12 

February 4, 1904, by check Equitable Life Assur- 
ance Society 100,000 00 

Total 11,182,511 12 



The credit of $687,273.99 paid by the society on January 3, 
1899, appears to have been intended to offset four checks to the 
order of Mr. Alexander aggregating a like amount charged to the 
account on December 30, 1898. On June 10, 1905, the Trust Com- 
pany charged the society with the balance due by transfer to a 
new account, but the society repudiated all liability, whereupon 
the original account was reopened. It was finally settled by the 
individuals concerned on the payment of the principal of $607,- 
645.77, interest to -the amount of $84,809 being waived by the 
Twst Company. $217,500 was raised by the sale to Mr. Eyan 
of eighty-seven shares of the stock which had been purchased by 
means of the account, $212,000 was paid by Mr. Hyde, and the 
remainder apparently by Messrs. Alexander and Jordan. 

From a recent statement of Mr. Morton to the policy holders 
it appears that economies amounting to over $600,000 a year have 
already been introduced by the new administration. With ob- 
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vious reference to some of the matters which have been mentioned 
and to certain syndicate participations hereafter noted, Mr. Mor- 
ton says: "Under the past management transactions involving 
the expenditure of large sums of money have been carried through 
frequently without any proper authority of the Board of Directors 
and with yeiry meagre bookkeeping records, so that it has been 
diflScult in many instances to secure explanations of certain 
transactions which have taken place during the last ten years, 
some of which involve a financial loss to the society. The liabili- 
ties disavowed by the society and the amounts restored to the 
society approximate fl,000,0O0, and legal proceedings have been 
instituted for the recovery of considerable additional sums. It 
will be the policy of the new administration of the society to 
insist on an independent audit of its accounts as to its fiscal 
condition once each year, the result of which will be published." 
It is further stated that the society will depend upon its policy 
holders to see that there is no unreasonable legislation enacted. 
" It may from time to time call their attention to measures cal- 
culated to do them harm, but under no circumstances will it be 
a party to any corrupt methods in preventing " strike " legisla- 
tion. It is definitely announced that " it will be the policy of the 
society hereafter not to make contributions to political cam- 
paigns." 

According to its statement of December 31, 1904, the total ad- 
mitted assets of the Equitable amounted to 1412,438,380.84, and 
it had a surplus over liabilities of 180,394,861.31. To reach this 
result there had been deducted only |1,514,639.90 for agents' 
balances which the Insurance Department did not admit as assets. 
But it had been the practice of the compjiny for many years in 
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order to evade the ruling of the Department to make assignments 
to trust companies, in return for cash credits, of large portions 
of its advances to agents. The assignments in force December, 
1904, running to the Equitable Trust Company and the Commer- 
cial Trust Company of Philadelphia, aggregated |5,813,184.87. 
The society covenanted that the amouts assigned were justly due 
and that the annual renewal commissions of the debtors computed 
in a described manner were eqval to the amount of the advances. 
Through this arrangement the society swelled its assets, for the 
purpose of its annual statement and enabled the trust companies 
in which it and many of its officers were interested to reap the 
profit represented by the excess of interest upon the assigned 
balances over the amount allowed to the society upon its deposits. 
Deducting the amount of assigned agents' balances from its state- 
ment of cash, the surplus at the end of 1904 would have^been 
reduced to |74,581,676.44, or, ignoring the Department rule and 
including the entire amount of agents' balances, the surplus 
would have been |81,909,501.21. In the, report made by his ex- 
aminers to the Superintendent of Insurance as of Juhe 30, 1905, 
after deducting all the agents' balances, both assigned and unas- 
signed, and revaluing the property of the society, the surplus over 
all liabilities was then found to amount to 162,008,624.68. The 
public accountants retained by the new administration recently 
have certified that the accounts have been examined and the 
properties reappraised, with the result that the surplus, including 
agents' balances, has been found (as of September 30, 1905) to 
be 167,142,865.42. 

The items entering into the accountants' statement are as fol- 
lows: 
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Assets. 

Real estate, office buildings f 24,849,800 00 

Other real estate. 3,700,470 00 

128,550,270 00 

Secured loans on mortgage |85,990,060 00 

On society's policies 27,370,946 04 

On other collateral 415,000 00 

113,776,006 04 

Bonds, stocks and other marketable securities 235,538,062 00 

Cash ;. . . .^ \ 20,727,986 01 

Premiums in course of collection or collected and 

not reported 5,895,442 64 

Agents' balances and miscellaneous advances 7,664,640 76 

Interest or rentals due or accrued 4,014,092 65 

Total 1416,166,500 10 

Liabilities. ' 

General insurance reserve (being 
net present value of outstanding 
policies in force September 30, 
1905) 1342,802,061 00 

Current liabilities under policies 

and policy contracts 2,556,794 81 

Commissions and current expenses. 2,165,414 19 

Premiums, interest and rents pre- 
paid, and sundry deposits 1,399,364 68 

16,121,573 68 

Capital stock 100,000 00 

Surplus, including profits for distribution on de- 
ferred dividend policies 67,142,865 42 

Total . . 1416,166,500 10 



The Committee has no reason to doubt the substantial accuracy 
of this report. If the agents' balances and miscellaneous ad- 
vances stated by the accountants to amount to |7,664,640.7(5, were 
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excluded, the surplus, according to the department rule, would 
have been f 59,478,224. 66. 

A large part of the reduction has been due to the revaluation 
of the real estate holdings. The book value of the real estate 
on December 31, 1904, was |36,895,647.44. Of this, f 31,365,000 
was the book value of fifteen oflSce buildings, which had actually 
cost nearly f 38,000,000. The book value (at said date), cost and 
net return from these buildings is shown in the following table : 



Book Value. 



Actiial Cost. 



Percent- 
age on 
Book 
Net Income. Value. 



New York BuUding.... $15,510,000 00 

Boston Building 1,487,000 00 

St. Louis Building 1 ,000,000 00 

Denver Building 4,700,000 00 

Des Moines Building. . . 500,000 00 

Memphis Building 130,000 00 

Santiago, ChiH, Build- 
ing 225,000 00 

Mexico Building 70,000 00 

Paris Building No. 1 . . . 825,000 00 

Paris Building No. 2 . . . 2 , 126 , 150 12 

Berlin Building 2,000,000 00 

Vienna Building 1,100,000 00 

Madrid Buildmg 1,500,000 00 

Melbourne Building. . . . 2,000,000 00 

Sydney Building 1,200,000 00 



$18,781,640 22 $415,692 00 2.68 



2,342,979 73^ 

1,220,277 48 

1,551,817 97 

553,523 45 

197,542 90 

234,770 94 
61,656 56 

843,120 99 
2,126,150 12 
1,912,197 60 
1,294,091 09 
1,961,258 50 
2,864,452 16 
1,959,300 10 



23,459 00 
18,603 00 
73,471 00 
10,195 00 
7,924 00 



9,047 
4,560 
34,811 
43,525 
66,329 
24,817 
44,660 
31,272 
30,268 



00 
00 
00 
00 
00 
00 
00 
00 
00 



1.58 
1.86 
4.32 
2.04 
6.09 

4.02 
6.51 
4.22 
2.04 
3.32 
2.26 
2.98 
1.56 
2.52 



$31,365,000 00 $37,884,779 81 



In order to bring those properties, which were earning less 
to a three per cent, basis, the examiners of the department valued 
them at f26,366,366.. This the society's accountants have re- 
duced to 124,849,800, of which fl2,175,000 is stated to be the 
value of the main office building, that is about two-thirds of its 
cost. 
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Portions of this building have been leased at inadequate rentals. 
The lease to the Equitable Trust Company, which was renewed 
last May at a rental of f 20,000, is considerably below the rental 
value, which has been stated to be |30,000. In his report as of 
June 20, 1905, the Superintendent of Insurance reviewed at 
length the leases to Uie Mercantile Safe Deposit Company, the 
Security Safe Deposit Company and the Missouri Safe Deposit 
Company, organized by the late Henry B. Hyde, and occupying 
premises in the office buildings in iTew York, Boston and 
St. Louis, respectively. These leases were made for terms of 
extraordinary duration upon conditions most unfavorable to the 
society. 

The original book value or cost of the real estate of the society, 
exclusive of the office buildings, amounted to f 6,721,678J20 ; the 
book value on December 31, 1904, was f 5,552,49752. 

Included in this was the property at Depew, New York, ac- 
quired through foreclosure in 1903. A loan was made by the 
society- of ?250,000 to the Depew Improvement Company, a corpo- 
ration engaged in the development of the Village of Depew, near 
Buffalo, in January, 1898, upon 1,575 lots which were appraised 
by the appraiser of the society at |393,750. From the sequel it 
appears that the loan was an unfortunate one and would hardly 
have been made upon its merits by a conservative management. 
The society's appraiser, after stating the facts pertaining to the 
village, its business, interests and growth, added, " at present the 
village has not improved as rapidly as expected, due largely to the 
depression of business in the past two or three years, many of the 
■hops having been closed down and just about starting up again." 
He recommended that if the society entertained the application for 
the loan the mortgage should cover 450 additional acres belonging 
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to the company, but this recommendation was not followed. In- 
steady the society seems to have relied upon an appraisal made 
by a Buffalo real estate man valuing the property mortgaged at 
f 768,000, apparently an extravagant estimate based upon expected 
developments. In 1900 the department appraised the property at 
|225,00O, and suggested that |97,000 of the loan be called. In 
1901, on a further appraisal, it was valued by the department at 
1150,000. Foreclosure proceedings were instituted in 1902 and the 
property was acquired by the society at a cost of about ?275,000. 
Mr. Depew was a member of the Executive Committee at the time 
the loan was made, but testifies that his connection with the com- 
pany, save for the purchase of a one-fifteenth interest, was per- 
functory, and that while he was cognizant of the negotiations 
relating to the loan, he neither advocated nor advised it, and 
although present, took no part in the proceedings of the Executive 
Committee when it was passed. Recently, after the matter had 
come to public attention, proceedings which had long been pend- 
ing to effect a reorganization were hurried through, and the society 
on turning over the property was reimbursed the amount it had 
lost. 

While it is impossible ix> state the details- of its real estate trans- 
actions, it may be noted that properties owned by the society have 
been placed in the names of dummies, to whom building loans have 
been made^ theisociety going through the form of taking mortgages, 
while, in fact, it was improving its own property. In the case of 
properties in New Jersey, it has made deeds to employees, taking 
back a mortgage and an unrecorded deed to evade the statutory 
limitation as to the time during which real property could be 
owned. Before the end of the year in which the mortgage was 
taken it would be canceled, the deed recorded and then the prop- 
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erty reported as real estate freshly acquired, the society being 
thus enabled to start upon a new term of ownership. A number of 
parcels obtained through foreclosure have been sold during the 
last year. The remainder are valued by the society's accountants 
as of September 30, 1905, at $3,700,470, making the total appraised 
value of its real estate on that date, |28,550,270. 

The examiners of the Insurance Department have reported to 
the Superintendent that the outstanding loans as of June 30, 1905, 
were 1,176 in number, representing $83,721,222.16, and that the 
land and buildings covered by the mortgages had been appraised 
and the abstracts of title searched and certified, with the result 
tliat at no period of the society's existence were the investments 
of this class found to be in a more satisfactory condition. Only 
$19,366.91 of interest was due and unpaid, and the average earn 
ings were 4i/^ per cent, per annum. It is claimed that it has been 
found advisable to require all the fire insurance upon mortgaged 
properties to be placed through one broker. Since 1900 Frank B. 
elordan, a son of the former Comptroller, has had the monopoly 
of this business, and has earned commissions running, according 
to his statement, from $1,983 in 1901 to $7,461 in 1905 (to 
November) . 

The collateral loans reported in the annual statement of the 
society have been largely in excess of those actually made. Pro 
forma loans have been made at the end of the year, in order to 
reduce the cash balances, which it was not deemed advisable to 
show in the report to the Department. This was referred to by 
the Frick Committee in a general way, but the details furnish 
a striking example of the manner in which the requirements of the 
Insurance Department have been evaded and the slight senae of 
responsibility which has been felt by the society's officers in verify- 
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ing statements purporting to show the actual state of the society^s 
afifairs. 

For many years it was customary ior the society at the year's 
end to draw checks for several millions upon a bank with which 
it was closely connected, or upon one of its subsidiary trust com- 
panies, to the order of Kuhn, Loeb & Co., who would indorse them 
and return them to the representative of the society. In exchange 
therefore the society procured certificates of deposit in the name 
of Kuhn, Loeb & Co., which they would indorse and deliver to the 
society. Kuhn, Loeb & Co. would make out a list of collateral and 
a loan envelope, but the collateral was not delivered, the certifi- 
cates of deposit taking its place. No notes were given. Thereupon 
the transaction would be entered in the books of the society as 
loans to Kuhn, Loeb & Co., or to their clerks, and the annual 
statement would be verified, setting forth the loans with the col- 
lateral. Early in January following the matter would be disposed 
of by the return of the loan envelopes to Kuhn, Loeb & Co. ; the 
certificates of deposit would be surrendered to the institutions 
issuing them and checks obtained to the order of the society and 
placed to its credit, thus restoring the situation as it existed 
before December 31. The evidence shows that the loans of this 
sort since 1897 have been as follows : 

1897 ^ 16,000,000 

1898 ^ 2,000,000 

1899 5,000,000 

1900 5,000,000 

1901 , 5,000,000 

1902 9,000,000 

1903 9,000,000 

1904 10,250,000 
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Of late years the actual collateral loans have been compara- 
tively few in number. Ck)mment has been made upon a loan to 
E. H. Harriman in May, 1901, of |2,700,000. The facts .are that 
the loan was made on May 3, for eight months and twelve days, 
at four pep cent., renewed January 15 and July 15, 1902, for six 
months, respectively, at four per cent., and January 15, 1903, for 
five mcmths, at four and one-half per cent, and June 15, 1903, 
for seven months, at five per cent. It was paid on January 16, 
1904, on Mr. Harriman's refusal to pay the increased rate of 
interest which the Executive Committee suggested that he should 
pay, and which Mr. Hyde testifies was then <iurrent. The col- 
lateral on the original loan was f3,000,000 Union Pacific certifi- 
cates for four per cent, convertible bonds, afterward changed for 
36,000 shares of Union Pacific preferred stock, and on July 28, 
1903, 3,000 shares of Union Pacific preferred stock were received 
as additional collateral. The loans to Kuhn, Loeb & Co., exclu- 
sive of " the end of the year loans,'' since 1900, are as follows : 



Amount. 



Tune. 



Rate. 



1900, Jan. 24. 
« Jan. 25.. 
« Feb. 15. 
« Feb. 19. 
" Mar. 9. 
" Mar. 13. 
« Mar. 23. 
« July 31. 
" Nov. 9. 
t> Nov. 14. 

1901, Jan. 4. 
" Jan. 4. 
« Jan. 22. 
" June 17. 
" June20. 
« June20. 

1903, Dec. 8. 



$500,000 00 


lyr. 


4i 


500,000 00 


14mos. 


4i 


1,000,000 00 


lyr. 


4 


1,000,000 00 


lyr. 


4 


500,000 00 


Demand. 


3 


500,000 00 


u 


5 


1,000,000 00 


u 


41 


1,500,000 00 


a 


2i 


500,000 00 


6mo8. 


4i 


1,000,000 00 


u 


4i 


1,000,000 00 


Demand. 


5 


1,000,000 00 


u 


5 


520,009 50 


32mo8. 


5 


1,500,000 00 


Demand. 


2i 


500,000 00 


9 mo8. 20 daya. 


4 


500,000 00 


10 mos. 


4 


500,000 00 


60 days 


6 
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None have been made since 1903. 

The total collateral loans outstanding on September 30, 1905, 
were |415,000. 

The securities owned by the society, in accordance with the 
accountant's report, are distributed as follows: 

Bonds, Government, State and 
Municipal, of the United 
States and Canada |3,397,024 00 

Railroad and traction com- 
panies in the United 
States and Canada 162,364,034 00 

Foreign, held chiefly to com- 
ply with statutory re- 
requirements 11,756,454 00 

Miscellaneous 5,046,764 00 

1182,564,276 00 

Stocks, Railroad and traction 
companies in the United 
States and Canada f 9,373,329 00 

Financial institutions in 
the United States and 
Canada 37,532,950 00 

Miscellaneous 890,812 00 

47,797,091 00 

Byndioate subscriptions 5,176,695 00 

Total |235,538,062»00 



The interests of the society in other financial and investment 
companies, according to its statement of December 31, 1904, were 
then as follows : 
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December 31st, 1904. 
Par Value. Book Value. Market Value. 



Mercantile Trust Company... $1,284,300 00 $4,552,492 00 $12,843,000 00 

Equitable Trust Company. . . 1,316,100 00 5,636,447 00 8,883,675 00 

National Bankof Commerct. 4,500,800 00 7,770,446 00 10,126,800 00 

Lawyers' Mortgage Company 560,800 00 1,024,165 00 953,360 00 

Lawyers' Title Insurance Co. 475,400 00 1,455,032 00 1,426,200 00 

Fifth Avenue Trust Co 235,200 00 495,>012 00 1,176,000 00 

International Banking Cor- 
poration 180,300 00 352,600 00 252,420 00 

FideUty Trust Company 250,000 00 1,375,304 00 1,812,500 00 

Union National Bank of New- 
ark \. 100,000 00 240,000 00 375,000 00 

Central Realty Bond & Trust 

Co 50,000 00 400,000 00 200,000 00 

Commercial Trust Company.. 347,500 00 854,454 00 1,216,250 00 

International Banking Co. ... 100,000 00 100,000 00 100,000 00 

Franklin National Bank 100,000 00 200,000 00 300,000 00 

Girard Trust Company 40,000 00 198,780 00 200,000 00 

Firat National Bank, Chicago 249,000 00 991,305 00 921,300 00 

Missouri Safe Deposit Co. . . . 190,500 00 476,250 00 476,250 00 
Hibemia Bank & Trust Co., 

New Orleans 100,000 00 449,134 00 449,000 00 

First National Bank, Denver 110,000 00 321,667 00 330,000 00 

Bank of Montreal 40,000 00 98,578 00 98,400 00 

First National Bank, Minne- 
apolis...! 20,000 00 35,000 00 35,000 00 

Total .$10,249,900 00 $27,026,666 00 $42,175,155 00 

Since that time certain shares have been disposed of and addi- 
tional shares of other stocks have been purchased. The company 
has -prepared a schedule of its present holdings, showing the cost 
and average returns, from which the following has been excerpted: 
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It will be noticed that the appraised value of the stocks stated 

in the accountant's report of September 30, 1905, is |37,532,950, 

so that the reduced estimate of, surplus is practically accounted 

) 
for by the changes in the valuations of these stocks and the real 

estate. 

The society controls the Mercantile Trust Company, owning 
about 65% of its stock, and it owns about 48% of the stock of the 
Equitable Trust Compaiiy and about 29% of the stock of the Com- 
mercial Trust Company. The relations to the Trust Companies 
have been used to aid in the carrying of irregular accounts and to 
further the interests of individual oflScers. Mention has already 
been made of the account kept with the Mercantile Trust Com- 
pany to facilitate disbursements which would not bear disclosure, 
and of the transfer of agents' balances to the Equitable Trust 
Company and the Commercial Trust Company in order to better 
the society's showing in its annual statement. Mr. Morton, in 
his report to the Board of Directors on September 15, 1905, de- 
scribed another transaction showing the manner in which such 
relations may be used. It appears th^t in 1894 the society held 
8^281 shares, or a little less than two-fifths of the capital stock 
of the Western National Bank. Before the society became inter- 
ested in the stock of this bank the latter had made loans amount- 
ing in all to over |600,000 to John W. Young, the Kentucky Min- 
eral and Timber Company, and the Amity Land and Irrigation 
Company. The loans were not paid and the Bank Examiner 
objected to the collateral, whereupon Henry B. Hyde, the society's 
president and a director in the bank, arranged h> transfer the 
collateral to the Mercantile Trust Company. It wai first assigned 
by the bank to George V. Turner, secretary to Louis Fitzgerald, 
then president of the Mercantile Trust Company and chairman 
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of the Finance Committee of the society. Upon Turner's notes 
there was then obtained from the Trust Ck)mpany a loan of an 
amount sufficient to pay the bank his notes, and further advances 
being guaranteed by Marcellus Hartley, John E. Searles, Louis 
Fitzgerald, W. N. Color, Jr., and Henry B. Hyde, all of whom 
were directors in the Western National Bank, in which they held 
a considerable amount of stock. Enormous amounts were ex- 
pended by the Mercantile Trust Company in the development of 
certain Kentucky and Colorado properties represented by the col- 
lateral, until on July 1, 1905, the cost of these properties to the 
Trust Company stood at over |3,400,000. The cost of the Colo- 
rado property was assumed by the Commercial Trust Company to 
the extent of f 500,000, by the Western National Bank (now 
merged in the National Bank of Commerce) to the extent of 
1200,000, and by the American Deposit & Loan Company (now 
the Equitable Trust Company) to the extent of ?100,000, on cer- 
tificates of participation issued to them by the Mercantile Trust 
Company on January 23, 1900. At the same time the comptroller 
of the society, upon the order of the president, paid to the Mer- 
cantile Trust Company ?218,264.96, which was credited to the 
Turner loans, and on February 4, 1904, a further payment was 
made by the society to the Trust Company of f 600,000, of which 
1100,000 was, applied to the " J. W. Alexander Account No. 3 '' 
and f 500,000 to the "Turner loan." The records of the society 
disclose no authority for the payments, and prior to the year 1900 
contain no reference to the Turner loans. After Mr. Hyde's 
death, and under date of May 11, 1899, President Alexander fur- 
nished to the Trujit Company an instrument certifying that the 
Turner loans and aMitional advances were made for the benefit 
of the society, as it was the principal shareholder in the Western 
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National Bank and practically pledged for its protection; and on 
February 6, l&OO, the president addressed a letter to each of the 
guarantors, stating that the Turner loans were made and the 
guaranties given at the requ^t of the society, and that therefore 
the society would hold the guarantors harmless from loss. On 
February 14, 1900, the Executive Committee of the society passed 
a resolution authorizing the president to convey to the individual 
guarantors the assurance of the society for their protection. Mr. 
Morton states that this resolution is the only minute on the 
records of any committee of the society or its Board of Directors 
in respect to any connection of the society with the Turner loans. 
On February 14, 1900, the president also wrote to the officers of 
the companies which had taken certificates of participation in 
the loans as above stated, to the effect that the society would see 
that the amounts so loaned would be repaid with interest. It is 
understood that the question of the liabiKty of the society is now 
being litigated. 

In addition to the Turner loans the report of his examiners to 
the Superintendent of Insurance as of October 17, 1905, mentions 
several loans made by the Equitable Trust Company on account 
of the isociety or fqr which the Society has given its guaranty. 
These loans as of June 30, 1905, were as follows : $354,074.99 to 
Louis M. Bailey, trustee, who succeeded George H. Squire, trustee, 
in whose name certain certificates of syndicate participation had. 
been taken upon which these loans were made 'as advances; 
$245,857.96 to Allan McCulloh and James T. Boothroyd for ac- 
count of the society as oAvner of the collateral, the matter being 
incident to re-insurance of the Brooklyn Life in 1901; f62,778 
to John E. Searles, and $200,000 to Eisele & King, $125,000 to 
F. H. Hazelton and $220,000 to Edward A. Woods, agents of the 
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society, guaranteed by the society and secured by their renewal 
contracts. The examiners reported that no evidence of liability 
on account of the society's guaranties in connection with these 
"^ matters appears upon the society's books of account or records 
other than is shown by copies of its letters, nor do the records 
show the ownership of any of the collaterals held by the Trust 
Company as security; and these securities do not appear in the 
statement of the society's assets, nor are its guaranties charged 
against it as liabilities. 

In the superintendent's first report reference was made to the 
increase of stock of the Equitable Trust Company from $500,000 
to f 1,000,000 in 1902. Although the society was entitled to take 
2,335 shares on^this increase at fl50 a share, it elected to take 
only 665 shares, and the 1,670 shares which it did not take were 
distributed as follows: James H. Hyde, 565 shares; James H. 
Hyde and W. H. Mclntyre, 702 shares; Annie F. Hyde, 75 shares; 
and the balance, 328 shares, went to other members of the execu- 
tive committee. On a subsequent increase from $1,000,000 to 
$3,000,000 the Equitable took 1,0,563 shares at $500 a share, the 
stock after the increase having a book value of $383.33 per share, 
the disadvantage to it and the advantage to others of its failure 
to exercise its option in the first increase being obvious. It is 
impracticable to trace the history of the relation of the society 
to these companies or of the successive mergers, of doubtful ad- 
vantage to the society, through which the National Bank of Com- 
merce was formed and the present investment of the society in 
its stock took shape. 

The relations of ike officers of the society to transactions in 
the stock of the Lawyers' Title Insurance Company and of the 
Lawyers' Mortgage Company demand special comment. In 
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March, 1901, the society in order to hold as mnch influence in the 
company as possible purchased 2,000 shares of the stock of the 
Lawyers' Title Insurance Company. After the purchase of 1,100 
shares by unanimous vote of the executive committee were dis- 
tributed at cost among the following persons, all of whom, save 
Annie F. Hyde (Mr. Hyde's mother) were members of the com- 
mittee: James H. Hyde, 100 shares; Annie F. Hyde, 100 shares; 
James W. Alexander, 10^ shares; William A. Wheelock, 100 
shares; Louis Fitzgerald, 100 shares; George H. Squire, 100 
shares; T. D. Jordan, 100 shares; H. M. Alexander, 100 shares; 
Marcellus Hartley, 100 shares; C. M. Depew, 100 shares; 0. B. 
Alexander, 50 shares; and W. H. Mclntyre, 50 shares. In May, 
1901, George H. Squire, who was at the time of. the transactions 
to which we have referred financial manager of the society, re- 
ceived 1,500 shares of the stock of the Lawyers' Mortgage Com- 
pany at 125, of which only 650 went to the Equitable and the re- 
mainder was transferred as follows : James W. Alexander, 100 
diares; Louis Fitzgerald, 100 shares; James H. Hyde, 150 shares; 
Annie F. Hyde, 50 shares; William H. Mclntyre, 50 shares; H. 
M. Alexander, 100 shares; Mary E. Jordan, 50 shares; L. W. 
Lawrence, 100 shares; J. H. Latham, 30 shares; and Williamson 
& Squire, 20 shares. The shares of both these companies greatly 
increased in value within a short period to the benefit of the 
oflBcers of the society who had received these allotments. In the 
summer and fall of 1901 the American Deposit & Loan Company 
(the corporation subsequently known as the Equitable Trust 
Company) on the order of George H. Squire purchased from 
Williamson & Squire, a brokerage firm of which Mr. Squire's 
sons were members, 411 shares of the stock of the Lawyers' Title 
Insurance Company and 830 shares of the stock of the Lawyers' 
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Mortgage Company. The purchases were made by Williamson 
& Squire In various lots, and all, or nearly all, were made either 
for the account of Thomas D. Jordan or James H. Hyde. On 
October 11, 1901, the American Deposit & Loan Company sold 
408 of the shares of the Lawyers' Title Insurance Company and 
805 of the shares of the Lawyers' Mortgage Company to the 
Equitable Society at a profit of 4f9,378.95 on the fofmer and 
113,375.93 on the latter, making In all f22,754.88. Apparently 
retaining one-sixth of this profit, he distributed the remainder 
as follows: To James W. Alexander, one-fourth; to James H. 
Hyde, one-fourth; to William H. Mclntyre, one-sixth; and to 
Thomas D. Jordan, one-sixth. Mr. Hyde testifies that he does 
not recall the transaction and that he was absent in Europe In 
the summer when the purchases were made for his account The 
orders for these purchases were given, it would seem, by Mr. 
Mclntyre and he, as attorney for Mr. Hyde, indorsed for deposit 
the check for the latter's share of the profits. 

The society owns the entire capital stock of the Caf6 Savarln 
Company, which conducts a restaurant in the home office build- 
ing. The par value of this stock as reduced in 1900 is 4f50,000. 
The society also leases a considerable space in its home office 
building to the Lawyers' Club under an agreement made in 1888 
by which it agrees to furnish and maintain in proper style the 
club-rooms and to require the tenant of the public restaurant in 
the building to furnish suitable supplies. The agreed rental Is 
75 per cent, of the club dues and so much of the remaining 25 
per cent, as may be left after necessary expenses of the manage- 
ment of the club have been defrayed. The Caf6 Savarln Com- 
pany furnishes the required supplies to the club, and under in- 
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structions of the late Henry B. Hyde receives the money payable 
under the lease to the society. 

The report of the Frick Committee called particular attention 
to the excessive cash balances maintained by the society, show- 
ing the average balance for eleven months, exclusive of December 
31, in the years 1901 to 1904, inclusive, to be^as follows: . 

Pereentage of 
. average aaseta. 

1901 127,826,727 86 8.77 

1902 27,950,195 41 8.11 

1903 36,120,710 82 9,78 

1904, ..." 36,272,725 10 9.15 

The balances were largely reduced at the end of the year in 
the manner already stated. Three-fourths of the deposits have 
been with the Equitable Trust Company, the Mercantile Trust 
Company, the Commercial Trust Company and the National 
Bank of Commerce. The Commercial Trust Company and three 
other institutions outside New York have allowed three per cent, 
and- upon all the other deposits, with a trifling exception, two 
per cent, interest has been received. The obvious- purpose of 
these deposits was to assist the companies in which the society 
was interested, whose prosperity was also of concern to indi- 
vidual officers; and thus through its stockholders and its active 
financial support, it has indirectly engaged in financial enter- 
prises entirely foreign to the purpose of .its organization. As 
has well been said, "deposits are the life-blood of trust com- 
panies." The Frick Committee said on this matter: 

"In making these investments, the society is concerned 
not merely in the amount it realizes in dividends as consti- 
tuting a proper return on the investment, but becomes ac- 
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tively engaged in the building up of the auxiliary concern 
in order to show appreciation in market value of the orig- 
inal investment. 

"Having been committed to such a policy, complications 
increase, which force the society away from the position of 
an investor, which it should occupy, into that of a promoter 
and manipulator, which it should not occupy. Under date 
of August 30, 1901, President Alexander writes to Mr. J. H. 
Hyde : ^ I am glad you watch th^ bank, and that it is doing 
so well, but we must perform some coup and increase its size 
and importance. Also in the case of the Mercantile. I 
would like to buy a couple of trust companies and double 
up that concern.' It seems needless to state that the 
making of 'coups' to enlarge banks or the buying of trust 
companies are not proper subjects of concern to a life insur- 
ance company. 

" Under date of July 23, 1903, President Alexander writes : 
'As to money, several thousand shares of stock can be bought, 
as you recognize, for a moderate sum of money. We are just 
turning over a mortgage of $300,000 to the Mercantile Trust 
Company, which will give us some more funds, and we have 
got some further sales of bonds on the tapis. I am anxious 
to be ready for paying for that millioij dollars of securities 
on August 3, and I think we had better arrange in some 
way with Kuhn, Loeb & Company about that Great North- 
em loan, which doesn't fall due until the 10th, so as to 
meet this.' 

" We here see the expressed desire to purchase securities, 
the mention that so insignificant a sum as $300,000 is avail- 
able, and the hope expressed that certain loans will be 
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cleared off so as to provide funds^ yet on July 23, 1903, the 
society had on deposit, nominally subject to check, the sum 
of 137,945,958.72. 

"Under date of August 13, 1903, President Alexand^ 
speaks of the unusually favorable opportunity to make in- 
vestments, and then says: *We would be buying a good 
many such things were it not that we are so strapped for 
money by engagements already made,' and, 'All this is very 
annoying, because if we had five or ten millions of dollars 
to invest now, we would make a great deal of money.* 

"The society had on deposit August 13, 1903, f36,399,- 
788.82. At the times when Mr. Alexander spoke of the great 
possibilities of making money, if it only had available funds, 
tiie society had at least twenty-five millions of dollars which, 
under ordinary conditions, would have been perfectly avail- 
able; but which, through alliances with other concerns, were 
so tied up that the opportunity was lost 

"These conditions may help to explain the fact that dur- 
ing the five years, 1899 to 1903, inclusive, the Equitable So- 
ciety realized next to the lowest average rate of interest on 
its invested- assets of the thirty companies tabulated by the 
Insurance Year Book, while in the year 1903 it stood abso- 
lutely the lowest on the list 

"The foregoing has treated the subject from the stand- 
point of general principles. Measuring the wisdom of this 
class of investment by specific results, an illustration may 
be taken of the results to the society, for the year 1904, of 
its relations with the Equitable Trust Company. 

"The book value of the society's holdings in Equitable 
Trust, plus its average deposits during 1904 in that institn- 
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tion, amount to 117,370,000. The society's income from that 
investment, consisting of two per cent, interest on deposits 
and twelve and one-half per cent, dividends on the par value 
of its stock holdings, amounted to ?399,182, or two and 
three-tenths per cent, on the total investment. 

"The claim would undoubtedly be made that in addition 
to the direct income, the society has greatly benefited 
through the appreciation of the stock over its book value. 
Profit through the increase in market value of a stock can 
be made only through the actual sale of the stock. A stock 
is worth no more than it can be liquidated for; and a perti- 
nent question in this connection would be. Could the society 
withdraw its protecting support from these auxiliary con- 
cern^ and dispose of its stock holdings at present market 
rates? If it could not, its profits through the appreciation 
in stock values is at least partly fictitious.'' 
In 1905, to August 31, the average balances were somewhat 
reduced, .the highest amount being $30,052,631.13, on July 31, 
and the lowest f25;808,580.66, on April 29. The report of the 
society's accountants shows the amount of cash in banks and 
trust companies on September 30, 1905, to be $19,703,891.49. 

The close relation sustained by the Equitable to the Mercantile 
Trust Company has directed attention to a bill introduced on 
March 31, 1904, in the Senate by Senator Ambler, and in the 
Assembly by Mr. Fish (by request). The bill provided for the 
repeal of chapter 806 of the Laws of 1868, as amended, incor- 
porating the Fireproof Warehousing Company, the name of 
which by the amendatory acts had been changed to the Mer- 
cantile Trust Company. There had been no investigation or 
preliminary proceedings suggesting the advisability of such 
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drastic legislation, and it has been publicly charged that the 
object was to force the trust company to settle a claim of' B. B, 
Odell, Jr^ then Governor of the State, which iad arisen upon 
his purchase of bonds of the United States Shipbuilding Com- 
pany, of which the Mercantile Trust Company was trustee. The 
Committee received evidence upon this matter, from which the 
following appears: 

Governor OdelPs investment in the shipbuilding bonds 
amounted to $164,171.56. He sold the bonds at auction on March 
9, 1904, for 148,689, leaving a loss of '1125,482.56, for which he 
subsequently brought suit against the Mercantile Trust Conv- 
pany, in August, 1904. The claim, after negotiations, was 
settled by the payment of |75,000. The payment was apparently 
made on December 30, 1904. It does not appear that the Equi- 
table had anything to do with the matter of the United States 
Shipbuilding Company, or that it had any interest in the settle- 
ment of the claim, further than that it was stockholder in the 
trust company. 

Mr. Hyde, who was Vice-President of the trust company, tes- 
tifies that Mr. E. H. Harriman, one of its directors, suggested 
to him in the fall of 1904 the advisability of settling the claim 
as there was a rumor in the newspapers that an effort would 
be made to repeal the charter of the trust company. " He sug- 
gested the advisability of a settlement in view of the powerful 
interests in Albany which were antagonistic to the Mercantile 
Trust Company." Mr. Harriman testifies that Mr. Hyde came to 
him, asking that his influence should be used with Governor Odell 
to effect a settlement, stating that the suit was dangerous to the 
Mercantile Trust Company, and that it might induce other suits, 
and that accordingly he saw Governor Odell and arranged an 
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interview. Negotiations followed leading to the settlement. Mr. 
Harriman says that he did not know that a bill had been intro- 
duced to repeal the charter of the trust company, that he made 
no statement to Mr. Hyde as to the advisability of settling the 
suit because of any power that might be exercised against the 
company at Albany, and that he did not mention any attempt 
that had been or might be made to repeal the charter, nor refer 
to any advantage to the company in settling the suit. Mr. Odell 
states that at Mr. Harriman's suggestion he met Mr. Hyde and 
subsequently Mr. Bainbridge Colby, the attorney of the trust 
company, who denied the justice of the claim. Subsequently, in 
November, an offer of settlement was made and as a result of 
further interviews a settlement was arrived at. No threat of 
any sort was attributed by Mr. Hyde to Mr. Odell personally, 
and Mr. Odell denies with great emphasis that any threat was 
made, directly or indirectly, to induce the settlement, which is 
presented as the ordinary case of a compromise of a disputed 
claim. He refers to the settlement of other suits brought 
against the trust company, and asserts with confidence that apart 
from any question of political or other influence he would have 
been able to sustain his case in court. 

The fact remains that a bill to repeal the charter of the com- 
pany had been introduced in the Legislature, and it is the testi- 
mony of Mr. Odell that while he did not suggest its introduction, 
he knew of it before it was introduced and stated that l^e 
saw no objection to it. He says that the ground of his approval 
of the bill was " because the scandal incident to the Shipbuilding 
trust was uppermost in the people's minds and it was plain that 
the Mercantile Trust Company had been behind fifteen or six- 
teen corporations, every one of which had been insolvent," and 
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he ihong^t ^ it was time fliat snch matters in tbe State of Neir 
Yort: should he stopped."' After the introduction of the IhH 
had been criticized in tiie press, he states that he informed Sen- 
ator Ambler fliat ^ as desirable as he bdieyed the legislatioii to 
be," he feared tiiat his ^' unfortunate connection with the Sh^ 
building matter " was of such a character that it would be better 
to ^drop this legislation." Although the bill was not pressed, 
and Mr. Odell's suit was not brou^t until months later, it may 
be that tiie &ct of its introduction was sufficient to induce a 
fear on the i^art of tiie officers of tiie trust company that pro> 
ceedings inimical to its interests mi^t be taken, if those who 
could initiate them were not apx)eased. It is significant that 
in the subsequent n^otiations Mr. Hyde mentioned the bill ti> 
Mr. Cklell, who replied, that whatever the outcome of the settle- 
ment mi^t be there would be no fear of any retaliatory legisla- 
tion. Upon the testimony it cannot be said that, ai^art from the 
introduction of the Ambler bill, any threat was made, but it 
would seem that at the time of the negotiations the mtuation was 
such as to make proper the assurance that there would be no effcnrt 
at retaliation. 

In the reports of the Frick Committee and of the Superin- 
tendent of Insurance, reference was made to nine syndicate par- 
ticipations in 1902 and subsequent years, allotted to " James H. 
Hyde and associates," in which officers of the society has been 
interested and received profits, some of which have been paid 
over to tiie society. But there are many other syndicate trans- 
actions ranging through a number of years deserving of atten- 
tion. In some cases the society received allotments directiy 
from the syndicate managers. In several cases it received a 
participation from the Mercantile Trust Company, apparentlv 
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being a portion of its allotment; in others allotments were made 
to " Louis Fitzgerald and associates " or to " George H. Squire 
and associates," and in the division the society received a share. 
The profits on these syndicate participations are not in all cases 
properly shown by the records of the society or satisfactorily 
accounted for. In one of the earlier instances the profits were 
deposited to the credit of the "Marcellus Hartley, Trustee" ac- 
count and in some others they were passed to the account of 
" George H. Squire, Trustee." Following apparently the earlier 
practice, Mr. James H. Hyde as vice-president on February 17, 
1902, addressed a letter to Kuhn, Loeb & Co., requesting that all 
participations of the society in underwritings and syndicates 
ishould be made in the name of " James H. Hyde and associates," 
with the understanding that it should include its affiliated insti- 
tutions " and such personalities " as he and his associates should 
designate. The extent to which the officers of the society were 
interested in the various syndicates, and to which they profited 
either through the transactions of the society or by diverting to 
themselves opportunities for profit which properly belonged to 
the society, is not precisely disclosed by the record, as it was 
impossible for the Committee to deal with the matter as fully 
as is necessary to secure a precise accounting. But sufficient 
is presented by the record to show that a full accounting should 
be demanded by the proper authorities. 

One case, where the officers and affiliated institutions actually 
took two-thirds of the allotment made directly to the society, 
may be mentioned. This was the Chicago, Burlington & Quincy 
Purchase Syndicate, under the management of J. P. Morgan & 
Co. It was organized for the purpose of underwriting an issue 
of Chicago, Burlington & Quincy collateral trust four per cent. 
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bonds. It was expected to be, and was in fact a profitable 
Tentnre. J. P. Morgan & Go. allotted to the Equitable a partici- 
pation of 11,500,000. The matter Was brought before the Bxecn- 
tiye Ck)nimittee and the allotment was distributed as follows : 

Equitable Life Assurance Society f500,000 00 

Mercantile Trust CJompany 100,000 00 

American Deposit & Loan Company 50,000 00 

J. W. Alexander 100,000 00 

General Fitzgerald 100,000 00 

James H. Hyde 100,000 00 

G. M. Depew 100,000 00 

M. Hartley 100,000 00 

W. A. Wheelock 100,000 00 

George H. Squire, et al 200,000 00 

Fidelity Trust Gompany 50,000 00 

Total 11,500,000 00 



The Equitable signed the subscription agreement for the entire 
amount of |1,500,000 and paid the entire amount of the calls 
aggr^ating |337,500. When the syndicate was closed, J. P. 
Morgan & Go. paid over to the Equitable 1374,500, being the 
return of its subscription payments and 137,000 profits. Ap- 
parently the amount was handed to Mr. Squire, who then made 
division so that two-thirds of the profits went to the persons and 
institutions who had received shares in the allotment after pay- 
ment to the Equitable of four per cent, interest on the moneys 
advanced upon their account. There was no apparent reason 
for this division except to give a share of the profits to members 
of the Executive Committee and the corporations named. The 
society subsequently invested in the securities which had been 
underwritten by the syndicate to the extent of more liian 
12,000,000, 
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In November, 1902, a syndicate was organized for the purpose 
of acquiring $50,000,000 of the preferred stock of the Union 
Pacific Railway Company under the management of Edward H. 
Harriman, Jacob H. Schiff and James Stillman. The subscrib- 
ers were not to be personally liable in excess of their several 
subscriptions and it was provided that the purchases were to 
be pooled for a period of not less than five years, and meanwhile 
were not to be sold by the subscribers. Calls were to be made 
by the managers to pay for the stock upon delivery of stock cer- 
tificates, which the subscribers agreed to hold subject to the con- 
trol of the managers for sale or exchange, and to return and 
deliver to the managers or their nominees on demand from time 
to time, for the purpose of effectuating the terms of the agree- 
ment. The managers were entitled to sell the shares to a hold- 
ing company upon such terms and in such manner as should be 
approved by a majority of the subscribers in interest The ob- 
vious object was to unify the control of the stock and the re- 
strictive features of the agreement made it a clearly improper 
transaction for an Insurance Company. James H. Hyde sub- 
scribed the agreement at Mr. Harriman's request on behalf of 
the Equitable Society, the amount of the subscription being 
12,500,000. He signed it in his individual name because Mr. Har- 
riman thought that course more expedient. It appears that the 
matter was not brought before the Executive Committee; Mr. 
Hyde says that Mr. Harriman requested that they should not be 
advised of it, wishing to keep the pool as secret as possible. Mr. 
Harriman states that he desired to combine various interests 
who were or would be purchasers of Union Pacific preferred 
under one head, and offered to Mr. Hyde through his representa- 
tive a five per cent, interest in the syndicate. Subsequently Mr. 
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Hyde told him he would not be able to take care of snch a large 
amount, but that he would arrange the matter with the Equitable, 
to which Mr. Harriman replied "of course we could not rec<^- 
nize tiie Equitable ^ as a syndicate member, but that he ** would 
hold him responsible for the fulfillment of the terms of the syn- 
dicate agreement Mr. Harriman added that he did not see 
any objection to the Equitable being interested in it provided 
Mr. Hyde could saf^uard their confidence so that the fact of 
the syndicate, and that so large a purchase was contemplated, 
"should not be known to any one outside of those interested." 
It was Mr. Harriman's understanding at that conversation fliat 
the Equitable was to furnish most of the money to make good 
Mr. Hyde's subscription. 

Kuhn, Loeb & Ck). acted for the syndicate in acquiring the 
shares and delivering them to the subscribers at cost Their calls 
upon the Hyde subscriptions were addressed to Mr. Hyde per- 
sonally and in each case stated that the shares were not to be 
transferred. The payments on these calls were made by checks 
of the society to the order of Kuhn, Loeb & CJo., and the matter 
was treated on the society's books as a corporate transaction. 
The society received the certificates of stock in the name of 
Kuhn, Loeb & Co., indorsed in blank and held them without 
transfer. The payments were set forth in the security register, 
the first, of January, 1903, being entered as "500,000 Union 
Pacific holding syndicate at 100." It was the practice to read 
the entries in the security register before the Finance Ck>mmit- 
tee. Mr. Schiff, who, as already stated, was a member of this 
Committee, was present at the meeting at which the above entry 
was read and also at another meeting of the Committee when a 
fnrther purchase was approved, but testifies that the reference 
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to the matter did not attract his attention and that prior to the 
disclpsnres of last spring he had no knowledge that the Equitable 
was interested in the syndicate, regarding the subscription as 
that of Mr. Hyde personally. In the annual statement of 1903 
the society's holdings were referred to as a syndicate investment. 
Mr. Mortimer Schiff, Mr. Schiff's son, it appears objected to this 
and in the statement of the next year the reference to the syndi- 
cate was omitted. The total payments made by the society 
amount to |1 ,920,000, against which they hold stock to the 
amount of $2,050,000. In July, 1905, Mr. Hyde formally as- 
signed to the society all his interest in the syndicate agreement, 
and on being advised of the assignment Kuhn, Loeb & Co. in- 
formed the society that they would communicate with the syn- 
dicate managers to determine what action should be taken with 
regard to the recognition of the transfer. So f^r the Committee 
is advised, no further action in the matter has been taken. 

The amount of the purchases made by the Equitable from 
Kuhn, Loeb & Co., as shown by the lists furnished by the society, 
during the years 1900 to 1904 inclusive, are as follows (exclusive 
of the Union Pacific preferred stock) : 

1900 $11,925,034 00 

1901 5,995,637 00 

1902 5,453,704 00 

1903 3,511,038 00 

1904 16,644,715 00 

1905 4,254,280 00 

Total $47,784,408 00 
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The total purchases of the society during the past five years 
amount to about $197,000,000. 

The Equitable has greatly increased its business in recent 
years. Since 1885 its outstanding insurance has increased from 
5357,338^6 to |1,495,502,892, and its annual premium income 
from fl3,461,679 to f 62,643,837. Its surplus at the end of 1885 
was 112,855,745. While, as already stated, at the end of 1904 
its reported surplus was 180,494,861, on a revaluation of its 
holding of real ^tate and trust company stocks, it now appears 
to be about f 67,000,000. But, as in the case of the other com- 
panies, it has increased its business at excessive cost and the 
returns to policy holders, whether annual or deferred, have 
diminished. In 1904 the total cost of new business, including 
advances to agents, which should be -fairly reckoned as a part 
of it, amounted to f 10,364,822. Its outlays upon the first year's 
business were 339 per cent, of the margins upon the first year's 
premiums, including loadings and first year's mortality gains. 

The biisiness in the foreign agencies has been the more expen- 
sive. In the London Agency in the year 1904 the first year's 
premiums amounted to f 186,896.61 and the first year's commis- 
sions, guaranties and expenses attributable to the cost of first 
year's business amounted, according to the society's statement, 
to 1235,807.64, or 126y2 per cent. In this calculation one-half 
of the sundry expenses is included and there is deducted for the 
administration of outstanding business the sum of f35,000. But 
certain items have not been included in the cost " because either 
they applied to old business or are not included in calculations 
of cost in the United States agencies," to wit: 
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Medical expenses 121^496 29 

Advertising 1,893 39 

Printing and stationery 9,373 53 

Furniture 10,828 96 

One-half sundry expenses 5,352 58 

Inspection expenses 3,832 22 

Law expenses 3,855 56 

Taxes 63,136 33 

Total $119,767 86 



It would seem that the medical exi)enses, advertising and at 
least some portion of the taxes should be attributable to the cost 
of new business and if included these would greatly increase the 
percentage of outlay. It should be said, however, that the re- 
newal commissions paid are considerably less than in this 
country. 

The company states that in the Paris Agency the first year's 
premiums in 1904 amounted to f 138,364.14 and the first year's 
commissions to f 116,937.12, or 84i/^ per cent. No attempt has 
been made to apportion between old and new business the gen- 
eral expense, which amounted to ^42,858.22. In the St. Peters- 
burg Agency the first year's premiums in 1904 amounted to 
?156,565.23 and the first year's commissions to $115,524.60, or 
73 4/5 per cent, without apportionment of other expenses. In 
the Australian Agency (Sydney) the first year's premiums in 
1904 amounted to f 183,451.83 and the commissions and expenses 
attributable to first year's business to $286,619.61, or 156% per 
cent. In this calculation $24,000 was deducted for the admin- 
istration of outstanding business and no account was taken of 
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medical expenses amounting to $30,514.65 or of advertising 
amounting to |6,395.46, aggregating about 20 per cent, of the 
first year's premium receipts. 

In addition to the heavy outlays in procuring new business 
abroad the society also suffered the indirect expense of dimin- 
ished returns through its investments in foreign office buildings. 
It should be noted that in Paris, being the owner of one building 
at a cost of f843,120.99, of which the society only occupied one- 
eighth in rental value, it recently purchased another building at 
a cost of 12,126,150.12, the return on which is about two per 
cent. It should be added that " the society has withdrawn from 
many foreign fields," and is apparently pursuing a policy of re- 
trenchment in its foreign business. 

In the United States it appears from the testimony of Second 
Vice-President Tarbell, who has direct charge of agency matters, 
Ihat in the early seventies the principal companies paid agents 
from twenty per cent, to thirty-five per cent, of the premiums; 
that with increased competition commissions and bonuses in- 
creased until the first year's commissions generally were about 
sixty per cent, and the renewals were from' seven and one-half 
to ten per cent, with bonuses ranging from f2 and f 5 a thousand 
to from five to ten per cent, of the first year's premiums. "Kie 
Equitable permitted general agents to draw in advance two re- 
newals, which gave them the privilege of settling upon a seventy- 
five per cent, basis. In 1900 it established a new method of com- 
pensation requiring a settlement for new business on the basis of 
fifty per cent, of the first year's premiums, twenty-five per cent, 
being treated as commission and twenty-five per cent, as expense 
allowance. In connection with this change it was necessary to 
increase somewhat the renewal commissions so as to allow twenty 
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per cent, of the second, seven and one-half per cent, of the third, 
fifteen per cent, of the fourth, and seven and one-half per cent of 
subsequent premiums, to and including the tenth renewfil. But 
in addition to commissions, advances are made to agents, in order 
as Mr. Tarbell says, " that the agent may live." As an illustra- 
tion reference may be made to the account of Edward A. Woods, 
of Pittsburg, a conspicuously successful agent. His net receipts 
from renewal commissions in 1904, after paying the renewal com- 
missions of sub-agents, amounted to |137,620.16, and his receipts 
from first yearns commissions, after deducting the sub-agents' 
commissions, amounted to {20,946.82, making {158,566.98. His 
expenses for the year were {113,951.47, but the present value of 
his renewals on the business written in that year, after deducting 
all these expenses and making proper allowance for lapses and 
collection fees, was calculated in the statement submitted by the 
society to be {50,599.55. So that in result he received {158,566.98 
in net commissions and through his expenses made an investment 
in his business, the present value of the net profits of which 
amounted to about {50,000 more. Mr. Woods on December 31, 
1904, was indebted on advance account in the sum of {121,960.39, 
and to the Equitable Trust Company for transferred balances 
1220,000, making in all {341,960.39. 

Large commissions facilitate rebates. The rules of the society 
are stringent against it, but the officers, upon the plea that they 
are insurance men, freely take rebates themselves. It has been 
the uniform custom of the society to give allowances substantially 
equivalent to the commissions paid agents to the officers and 
employees upon their insurance. Such allowances have been 
made to Messrs. Tarbell, Mclntyre, William Alexander, H. R. 
Winthrop, M. Murray, W. B. Bremner, S. C. Boiling and J. Q. 
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Van Cise. Mr. Tarbell also received through an arrangement 
with Mr. George W. Perkins commissions on a certain policy on 
his life taken with the tlew York Life. Upon the policies recently 
taken by President Morton and Comptroller Day full premiums 
have been paid. Positive testimony was given by a former agent 
that Mr. Tarbell had advised him as to a way of evading the rules 
against rebates by making payments for letters of introduction 
given by the insured. This Mr. Tarbell emphatically denies, say- 
ing that he has merely advised agents that they were entitled to 
pay those aiding them in obtaining insurance a part of the com- 
missions thereby realized. 

In the report of Superintendent Hendricks mention is made of 
the fact that shortly before the beginning of the controversy 
among the oflScers of the society Mr. Tarbell received {135,000 in 
commutation of the commissions payable to him upon the business 
procured during his agency at Chicago. It appears that the value 
of the commissions was calculated by an associate auditor in Mr. 
TarbelPs department upon the following basis: The amount of 
renewal commissions was estimated, commencing with 1905, by 
deducting five per cent, each year up to the twentieth year of 
assurance for discontinuances because of deaths, lapses, etc. 
The commissions for the twenty-first year of assurance are based 
on thirty per cent, of the policies in force at the end of the twen- 
tieth year being continued. Prom the twenty-secoiid to the 
twenty-fifth year of insurance a deduction for discon- 
tinuance at the rate of five per cent, each year is made. 
The renewal commissions so estimated were discounted at the 
rate of five per cent, and the present^worth oa January 1, 1905, 
was thus calculated to be {143,338. 
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In common with its chief competitors the Equitable shows a 
large ctiminution in rates of dividends paid policy holders. The 
following scales of annual dividends were submitted by the 
company: 

10 
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Tontine policies were issued at an early date, followed by semi- 
tontine and variants of the deferred dividend type. It appears 
that of 10,442 twenty-year policies taken ont in 1885, 4,210 were 
in force at the close of the policy year in 1905; that of 6,278 
admitted in 1890 on the fifteen-year plan 2,179 completed the 
period; and that of 556 admitted on the ten-year plan 284 sur- 
vived at the end of the ten years. The results of these policies, 
as in the case -of other companies, have been far below the expec- 
tation, as shown by the following table: 



Age 40^— Estimated Cash Surplus and Actual Results. 

TONTINE ESTIMATES OF 1873. 

Period 

Year. Estimated. Acting 

Life 10 $169 80 (1883)193 88 

life 15 465 50 (1888)232 86 

life..... 20 955 60 (1893) 436 31 

20P 20 1,176 50 (1893)537 76 

20E 10 236 50 (1883) 130 14 

20yearE 15 729 10 (1888)364 11 

20yearE 20 1,556 00 (1893)712 14 

TONTINE ESTIMATES OF 1876, 

life 10 $10440 (1886) $93 88 

Life 15 393 80 (1891)209 57 

life 20 824 80 (1896)379 40 

20 P 20 999 80 (1896)430 62 

20yearE 10 174 30 (1886) 130 14 

20 year E 15 590 90 (1891)327 70 

20yearE 20 1,300 40 (1896)619 25 

Note — 1876 estimates are twenty per cent, of the entire cash results less than 
1873, for ten year periods, and ten per cent., less for fifteen and twenty year 
perieds. 

' TONTINE AND NON-FORFEITING TONTINE ESTIMATES OF 1885. 

Period 

Year. Estimated. Actual. Ton. Non-For. 

life 10 $85 81 (1895) $85 34 $75 31 

Life 15 256 47 (1900)209 57 158^ 

life 20 592 57 (1905)379 40 294 07 

20 P 10 97 88 (1895) 97 46 81 13 

20P 15 308 93 (1900)253 03 173u47 

20P.... 20 730 54 (1905)467 62 324 20 

20yearE 10 118 49 (1895) 118 30 9106 

20yearE 15 400 07 (1900)327 70 199 17 

^yearE 29 968 00 (1905)619 25 376 32 
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The method adopted by the Equitable in computing deferred 
dividends varies from both that of the New York Life and the 
Mutual, which we have found vary from each other. Special 
accounts are kept of the income and outgo belonging to tontine 
classes separately, that is, to policies of certain types, such as 
so-called "savings fund," "semi-tontine" and "free." Policies 
issued in a given year having the same dividend periods are not 
kept in a separate class, and until the end of the agreed period 
credit is not given to the policy holders for any share of the gains 
of that society. Calculations for distribution in the year 1904, 
for example, are made in the latter part of 1903 and before the 
results for the year are definitely known. Taking the premium 
receipts, the death losses, the expenses estimated and classified 
according to the judgment of the Actuary, and interest at the 
rate of four per cent., and making necessary corrections for the 
end of the average policy year (July 1), the amount of the esti- 
mated fund applicable to a given class of policies is ascertained. 
Deducting the reserve, the remainder is the estimated amount of 
the surplus, which it is found is a certain percentage of the 
reserve. The results are then compared with hypothetical data 
worked out from the estimates made in 1871 by Sheppard Homans, 
a distinguished Actuary, in the case of " savings fund " policies, 
and in other cases the comparison is made with hypotheses estab- 
lished by the Actuary of the society. It is thus ascertained that 
the total hypothetical surplus is a certain percentage of the 
hypothetical reserve. The two percentages are compared to find 
the ratio between them. Then a calculation is made so that each 
policy holder's share of the surplus estimated to be available for 
distribution shall stand in this ratio to his hypothetical share. 
In this way the policy bolder shares in the gains of the society 
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from every source in the same proportion, although the gains from 
different sources vary greatly as compared with, the hypothetical 
estimates, those from mortality, for example, being much closer 
to the estimates than those from interest or lapses, and although, 
in view of the differing terms of the policies, the rights of the 
policy holders in these different classes of gains are not the same. 

The. surplus fund of the society held for deferred dividend 
policies, as estimated by the actuary on December 31, 1904, 
amounted to |70,802,292, or, deducting unadmitted assets, to 
{69,439,292. The total surplus, as reported to the Insurance 
Department in the annual statement of the same date, after 
deducting unadmitted assets, was $80,394,861.31. The differ- 
ence, $10,955,569, is said by the actuary to be the surplus derived 
from other forms of policies not on the deferred dividend plan; 
that is to say, from policies entitled to annual dividends and 
policies without participation in profits — about .$9,000,000 having 
been accumulated upon annual dividend policies. Most of it was 
accumulated years ago, as it is stated that for the past five or 
six years the society has distributed to annual dividend policy 
holders substantially their shares of the average annual earnings. 

The reduction, through a revaluation of the total assets, to 
$67,142,865.42 is said to require a proportionate reduction in 
the amounts of surplus held for deferred dividend policies. Mr. 
Morton has stated in a recent circular that about seven-eighflis 
is held for deferred dividend policy holders, and in this view 
the remaining one-eighth would represent the amount gained 
upon annual dividend and non-participating policies. The accu- 
mulation of gains on annual dividend policies is justified upon 
the ground that the society should have some surplus over lia- 
bilities, and it is said that the non-deferred, dividend assurance 
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outstanding at the end of 1904 was |97,000,000. Apparently it 
is thought that with reference to deferred dividend policies the 
provision for deferred apportionment is a suflScient protection, 
but that with reference to annual dividend policies the society 
should be entitled to accumulate out of the annual gains upon 
them a surplus over the outstanding liabilities of this class. In 
this view the deferred dividend policy holders would have no 
interest in the accumulation and the annual dividend policy 
holders would 'not be entitled to its distribution in dividends. 
Moreover, the annual dividend policies written in recent years 
are afforded security at the expense of those issued earlier. In 
connection with the accumulation of this fund, the beneficial 
interests in which do not seem clearly to have been ascertained, 
it may be repeated that the society was ol*ganized to transact 
business on the mutual plan, and that the stockholders, through 
their agents, have continuously represented that it was in effect 
a purely mutual company, and that the stockholders had no 
interest in the surplus. 

UNITED STATES LIFE INSURANCE COMPANY. 

The United States Life Insurance Company was organized in 
1850, under the General Act passed April 10, 1849. The charter 
provided that the business should be transacted "upon the 
mutual principle, except where by express agreement between 
the company and the assured, such mutuality is waived," and 
that there should be a " guarantee capital " of at least $100,000. 
Originally the stockholders were entitled to a certain share of 
the net profits, and under chapter 624 of the Laws of 1872, 
the issuance of scrip therefor, to be exchanged for certificates of 
stock, was authorized until the capital reached the limit of 
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11,000,000. By chapter 44 of the Laws of 1882, the capital was 
limited to |440,000, and it was expressly provided that the stock- 
holders should not be entitled to any share in the profits, surplus 
or dividends of the company in excess of interest at the rate 
of 7 per cent, upon the capital. 

At the end of 1885, the outstanding insurance amounted to 
120,153,853, the annual premium income to {660^389, and the 
surplus over liabilities to |585,601. In 1904 the outstanding in- 
surance was |41,941;025, the annual premium income |1,411,115, 
and the surplus as reported to the Insurance Department w;as 
1570,742.85, or |130,742;85 above the capital stock. The total 
assets and the liabilities were classified as follows : 

Assets: 

JBook value of real estate 1725,488 50 

Mortgage loans on real estate 3,388,380 00 

Collateral loans 280,515 58 

Loans to policy holders on policies as collateral. 748,179 06 

Premium notes on policies in force 78,338 51 

Book value of bonds and stocks owned 2,775,078 60 

Cash in office and in banks 411,136 41 

Bills receivable 790 00 

Agents' balances 32,792 24 

Interest due and accrued 104,129 50 

Market value of r6al estate over book value 144,761 50 

Market value of bonds and stocks over book value 189,615 52 

Net collected and deferred premiums 156,42131 

Gross assets » , 19,035,626 73 

Deduct agents' balances and bills receivable. . . . 33,582 24 



Total admitted assets |9,002,044 49 
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LiabiUties: 

Net resenre '. |8,287,181 00 

Amounts unmatured on supplementary contracts. \ 52,647 00 

Liability on canceled policies : 2,612 00 

Policy claims 57,722 20 

Premiums paid in advance 7,553 49 

Commissions due to agents, on premium notes 

when paid 14,922 80 

.Salaries, rent, commissions and other accounts 

due or accrued 1,113 15 

Dividends or other profits due policy holders 7,550 00 

Capital stock 440,000 00 

Unassigned funds (surplus) 130,742 85 

Total liabilities 19,002,044 49 



In the early part of 1905 an examination was made by the 
Insurance Department. It decreased the valuation of the real 
estate $101,750 and of the securities f 75,000, and increased the 
amount to be reserved for resisted policy claims f24,250, thus 
wiping out the surplus over capital stock and showing an im- 
pairment of the latter to the amount of f70,257.15. 

The reduction in value of the company's securities had refer- 
ence to certain bonds of the Virginia Passenger & Power Com- 
pany of the par value of f 100,000, which were entered on the 
company's books at their cost of $50,000. They were claimed to 
have a market value of f 85,000 and were reduced 'by the depart- 
ment to 110,000. They had been received by the company on a 
participatipn in an underwriting syndicate (in which it seems 
that the president. Dr. John P. Munn, was also an underwriter) 
with certain shares of the preferred and common stock. After 
the department's examination, Dr. Munn, believing himself to 
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be under a moral obligation in the matter, took up the securities 
and paid the company the sum of f85,000. Thereupon the depart- 
ment under date of May 5, 1905, made a supplemental report, 
stating that the impairmeiit of the capital had been made good 
and that the company possessed a surplus over capital stock of 
14,742^. 

■Tlte company was a participant in three other syndicates 
(relating to the Japanese Government loans), in which it is 
said that none of the officers was interested. The stocks owned 
by the company, which do not include an interest in any bank 
or trust company, amount to about f 131,500. 

The market value of the real estate under the department's 
appraisals was f 768,500 in Iteu of f870,250 claimed by the com- 
pany. The net income from these properties in 1904 amounted 
to 125,276.09, a little over 3%. On three, of the properties, 
having an aggregate book value of $60,835.25, the net income 
was 1292.88. Of the reductions made by the department $78,000 
were on two properties, one a dwelling in Brooklyn and the 
other Nos. 149-153 Leonard street, Manhattan. The former was 
carried by the company at a book value of $12,622.43 and a 
market value of $11,000, reduced by the department to $8,000. 
This was sold by the company in June, 1905, for $11,000. The 
latter had a book value of $168,695.88 and was appraised by the 
department at $175,000, as against a value of $250,000 claimed^ 
by the company. It was sold to an independent purchaser in 
November, 1905, for $225,000, $75,000 being paid in cash and a 
mortgage taken by the company for the balance. Three other 
properties, the value of which was not reduced by the depart- 
ment, were also sold in the latter part of 1905 at the appraised 
values. The present real estate holdings of the company amount, 
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according to their book value on December 31, to f384,439.81 
and are valued by the department at f388,000. 

In 1904 it appears that the total expenses were about 39% of 
the total premium income as against about 25% in the Mutual, 
New York Life and Equitable. The insurance expenses amounted 
to 118.04% of the total loadings on premiums. Disbursements 
for " legal expenses " do not appear to have been exti*avagant and 
are satisfactorily accounted for. In one matter only, that of the 
refund of taxes, amounting to |2,810.05, under the decision in 
the Provident Savings case, was Andrew Hamilton employed. 
With the exception of $65 expended through agents, the com- 
pany states that no payments have been made in connection 
with matters of legislation. No contributions have been made 
to political campaign funds. 

The salaries of executive officers were not relatively large, and 
in May, 1905, in pursuance of a policy of retrenchment, were 
considerably reduced, as follows: 

President, 1896, to May, 1905, $12,000; later, $6,000. 

Vice-President, no salary. 

Second Vice-President, 1898, to May, 1905, $7,200; later, $5,000. 

Third Vice-President, 1898, to May, 1905, $10,000; later, $5,000. 

Secretary, 1896 to 1898, $6,500; 1898 to May, 1905, $5,000; 
later, $4,000. 

Actuary, 1897 to May, 1905, $7,500; later, $5,000. 

The principal cause of the company's large expenditure has 
been the cost of obtaining new business, in the effort to meet 
the severe competition resulting from the methods employed by 
the three companies which set the pace. In 1904 the amount of 
the expenses attributable to first year's business is stated to be 
$211,145.32, or 264 per cent, of the margins through loading 
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and mortality gains on that business. l%e company uses tbe 
preliminary term method of insurance, by which the first year 
under ordinary life and endowment contracts is treated as virtual 
term insurance, though the higher rates are paid, thus freeing 
a large amount for first year's expenses by the consequent limi- 
tation of the reserve. The preliminary term plan was adopted 
by the company in 1905, however, after the examination by the 
department. In particular agencies it is found that the com- 
missions, salaries and exx)enses have run as hi^ as 236^, 238 
and 260 per cent of the first year's premiums. In addition to 
commissions ranging from 50 per cent, to 80 per cent, wifli 
renewals from 7i^ to 10 per cent for long periods, salaries have 
been paid and allowances for expenses made. It is said that 
in the past two years efforts have been made to reduce the 
agency exx)enses, but the rate of compensation is still abnormal. 
To offset the disallowance of salaries it appears that the com- 
missions have been increased. Thus, in one case, in lieu of 
a contract for 55 per cent, commissions, graded with 10 per 
cent, renewals for twenty years, supplemented by a salary of 
f5,200 and an allowance of |3,74^ for clerk hire, and |2,100 
for rent and incidental expenses, the agent has been put upon 
a new basis of 95 per cent, commissions, graded with 10 per 
cent, renewals for twenty years. 

In connection wifli allowances in case of insurance upon flie 
lives of oflScers of companies, it may be noted that Dr. Munn, 
when Medical Director of the company some six or seven years 
ago, obtained through one of its managers. Mi*. Cochran, a policy 
of f 100,000 in the Mutual lAfe, paying only the difference between 
the face of the premium and the agent's commissions. No allow- 
ance was made against the renewal premiums. 
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Of 140455,812 of insurance in force on November 30, 1905, 
the amount of 133,147,066 was on the deferred dividend plan; 
13,291,432 was on the ordinary participating plan, |698,493 was 
on the annual dividelid plan and the remainder was non-partici- 
pating. In connection with this it should be observed that though 
so large a proportion of the business is on the deferred dividend 
plan, the company upon the examination in 1905 was found to 
hold practically no surplus whatever for these policy holders. 

The following is a comparison of the estimated and actual 
results on deferred dividend policies: 

Age 40 — Estimated and Actual Deferred Dividends. 

ESTIMATES OP 1882— FULL TONTINE. 

life 10 Year Period, Eatimated $104 41 Actual (1892) about $94 00 

Life 16 Year Period, Estimated 351 17 Actual (1897) about 213 00 

Life 20 Year Period, Ertimated 717 87 Actual (1902) about 268 00 

20 Yr. E 10 Year Period. Estimated 139 69 Actual (1892) about 137 80 

20 Yr. E 15 Year Period. Estimated 548 27 Actual (1897) about 332 00 

20 Yr. £ 20 Year Period, Estimated 1 ,167 80 Actual (1902) about 411 00 

•ESTIMATES OF 1887— UMFTED TONTINE (NON-FORFETriNQ). 

life 10 Year Period, Estimated $73 03 Actual (1897) about $73 00 

life 15 Year Period, Estimated 256 30 Actual (1902) about 104 00 

life 20 Year Period. Estimated 610 16 Actual (1905) about 17^ 00 

20Yr.E 10 Year Period, Estimated 87 10 Actual (1897) 

20 Yr. E 15 Year Period, Ertimated 369 46 Actual (1901) nl>oiit 184 00 

20 Yr. E 20 Year Period, Estimated 842* 01 Actual (1905) about 271 00 

In the above "about'' means that no actual result is given for age 40, and is 
approximated from results at o^r ages. 

The estimates which were in use in 1902 in order to obtain busi- 
ness are at a striking variance with the actual results on policies 
maturing in that year : 

ESTIMATES OP 190O— LIMITED TONTINE COMPARED WITH RESULTS OF 1902. 

TONTINX AND LiMITXD ToNTINS. 

life. . / .16 Year Period, Estimated $119 00 Actual (1902) $104 00 

life 20 Year Period, Estimated 269 00 Actual (1902) 268 00 

20 Yr. E 15 Year Period, Estimated 3^6 00 Actual (1901) about 184 00 

SOYr.E 20 Year Beriod, Estimated 667 00 Actual (1902) 41100 

niese estimates were used down to early in 1905, when they 
were withdrawn by the company, and it is stated that estimates 
are not now used. 
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For many years the dividends on ordinary participating policies 
have been declared quinquennially. A year ago the company com- 
menced issuing annual dividend policies. The dividends to the 
annual and quinquennial policy holders are said to be distributed 
on a " percentage basis," that is to say, there is returned " a certain 
percentage of the total premium or premiums paid." The com- 
pany states that it bases the distribution of divisible surplus 
among other policies with deferred dividends upon the ei^timates 
made at the time the policies were issued so as to give to the 
policy holders " such proportion of the estimate as we can afford 
to do with the money available for distribution." On account of 
the absence of the Actuary at the time the company was under 
examination it was impossible to obtain a more definite statement. 

MANHATTAN LIFE INSURANCE COMPANY. 

The Manhattan Life Insurance Company was also organized in 
1850 under the Act of 1849, with a guarantee capital of 1100,000. 
It is provided that the Board of Directors shall consist of thirty- 
six persons, one-half of whom shall own at least ten shares each 
of stock and the remaining one-half may be policy holders paying 
premiums of at leastflOO a year or annuitants forasimilaramount. 
Stockholders have each one vote and policy holders paying pre- 
miums of f 75 a year, and these holding annuities of not less than 
that amount are entitled to vote for directors in person or by 
proxy. There is no evidence that prior to 1900 any policy holders 
voted except officials and employees, easting about a dozen votes; 
but for many years proxies, which have been obtained through the 
agents of the company, have been held by the President running 
to himself and others, and at recent elections such proxies have 
been used. It is said that one-third of the Board are policy holders. 

At the end of 1904 the outstanding insurance amounted to |7(),- 
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790^531^ the annual premium income was 12^559^062 and the sur- 
plus over liabilities (including capital stock) was reported as |1,- 
954,674. Thia was divided into " reserve for depreciation in value 
and assets, |200,000, and contingent reserve, |1,754,674.'' Over 
f 1,000,000 of this surplus has been accumulated since 1895. At 
the end of 1885 the outstanding insurance was f34,467,139, the 
annual premium income f 1,038,633 and the surplus 11,695,247. In 
the next ten years the business largely increased, and at the end of 
1895 the outstanding insurance was |61,612,174, the annual pre- 
mium income |2,083,792 and the surplus was reduced to |766,926. 
During the next five years the total risks remained about the same 
and the surplus doubled, and at the end of 1900 amounted to 
f 1,509,042. In the report of the department as of December 
31, 1904, the property of the company is stated to be as follows : 

Assets: 

Book value of real estate |5,283,441 65 

Mortgage loans on real estate 6,129,810 00 

Collateral loans 515,074 16 

Loans on policies 1,189,745 34 

Premium notes on policies in force 326,819 68 

Book value of bonds and stocks 3,510,145 24 

Cash in office and banks 405,012 46 

Agents' balances 23,393 12 

Interest due or accrued 161,494 56 

Commuted commissions 85,913 89 

Market value of real estate over book value 591,483 35 

Market value of bonds and stocks over book value. 144,899 76 

Net uncollected and deferred premiums 315,358 86 

Total gross assets. |18,682,592 07 

Deduct agents' balances and commuted commis- 
sions 109,307 01 

' Total admitted assets $18,573,285 06 
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Liabilitiea: 

Net reserve 116,375,020 00 

Liability on canceled policies 6,047 00 

Policy claims 56,333 80 

Premiums paid in advance 27,033 71 

Ck)mmissions due to agents on premium notes when 

paid 10,777 13 

CJost of collection on uncollected and deferred pre- 
miums in excess of loading 23,554 80 

Dividends or other profits due policy holders 19,794 54 

Reserve for depreciation in value of assets 200,000 00 

Contingent reserve 1,764,674 08 

Capital stock 100,000 00 

Total liabilities |18,573,285 06 



' As a result of the examination made by the Insurance Depart- 
ment in 1905 the value of the real estate was reduced |611,425. 
The principal reduction was in the valuation of the home oflSce 
building at 64 Broadway, which was reduced from |5,250,000 to 
14,700,000. The value of the Philadelphia building was also re- 
duced 175,000. No other changes in the statement were foxmd to 
be necessary and the surplus of the company was hence fixed by 
the department as of December 31, 1904, at f 1,143,249, in addi- 
tion to the |200,000 voluntary reserve against depreciation in 
assets, or |1,343,249 in all. 

The company has a holding of 115 shares in the Mechanics Na- 
tional Bank and 100 shares in the Citizens Central National Bank, 
but with these exceptions does not own stock in any bank or in any 
trust company. It states that neither it nor its officers have been 
involved in any syndicate transactions, directly or indirectly, and 
that none of the officers nor any members of the Finance Com- 
mittee have been financially interested in any stocks or bonds sold 
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to the company^ nor haye any of the officers borrowed from the 
company. 

The company does not maintain any secret fund. Nor has it 
made any payments for political contributions or to influence legis- 
lation. All disbursements are said to be audited monthly. 

But the expenses in 1904 amounted to about 41 per cent, of its 
premium income and its insurance expenses were 136.98 per cent, 
of the tdtal loadings on its premiums. This may be explained to 
some extent by the large proportion of the assets invested in real 
estate involving a relatively greater annual expenditure. The total 
expenses increased from |312,964 in 1885, when the total income 
was 11,589,984, to f 1,053,450 in 1904, when the total income was 
13,557,917. 

The salaries remained substantially the same for a number of 
years, but were increased in June 1, 1905. The president's salary, 
which had been |15,000, was then increased to |18,000; the vice- 
president's salary was raised from |6,00O to |8,00O; the second 
vice-presidenf fl from f 6,000 to |7,000, and the secretary's from 
|5,00O to f 6,000. In addition to salaries it has been the pra<Jtice 
of the Board of Directors to allow further compensation to the 
executive oflicers at the end of the year if it was thought that the 
business justified it ; that is to say, about 3% of the net profits of 
the year according to the actuarial statement have been divided 
among the officers of the company. The total payments made in 
this way for the last eight years have averaged about |7,00O a 
year. 

The greater part of the legal expenses, which in 1904 amounted 
to 121,077.60, consist of the compensation of the general counsel, 
which from 1897 to 1900* inclusive was f 10,000 a year and since 
1900 has been |15,000 a year. 
11 
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But in the case of this company, as in that of the others, the 
main item of expense is the cost of obtaining new business, much 
of which is non-persistent. Thus in 1904 fl7,277,597 new insur- 
ance was written, and the net increase in insurance, however, 
was only about (4,150,000. The explanation in this case as in 
others is the stress of competition. The commisions paid by 
the Manhattan Company as reported by it are sixty per cent, 
graded with 7% per cent, renewals. But these by no means 
represent the entire cost of the business. Salaries are paid to 
general agents in some cases and allowances are made for ex- 
penses. The total first year's expenses in 1904 amounted to 
1441,740.58, being 187 per cent, of the loadings on first year's 
premiums and first year's mortality gains. 

Of outstanding insurance 73 per cent, are deferred dividend 
policies, 12 per cent, annual dividend policies, and 15 per cent, 
are non-participating policies. The twenty payment life is the 
form of policy most frequently issued. 

' Dividends to stockholders are limited to 7 per cent, a year, but 
the charter provides that they shall be entitled to one-eighth of 
the net profits after adequate provision has been made for out- 
standing policies, and that through the accumulation of profits 
the capital may be increased indefinitely. The capital has re- 
mained at 1100,000 and no distributions have been made to stoqk- 
holders other than by the payment of interest and dividends. It 
does not appear that one-eighth of the profits has been divided 
among the stockholders, but for many years in addition to the 7 
per cent, interest, dividends upon the. capital have been paid at 
the rate of 9 per cent, a year, making the total returns to stock- 
holders 16 per cent. 
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The charter provides that every three yearg scrip shall be issued 
for seven-eighths of the profits, annually ascertained, to the hold- 
(RTs of existing policies which shall have been in force for at least 
one year; after the profits amount to |50O,00O the directors are 
authorized to apply the further profits to the payment of the 
scrip and new scrip is to be issued for the profits of the year. 
Outstanding scrip is to bear interest at a rate not exceeding six 
per cent, and to be subject to assessment for losses. This scheme 
of the charter it would seem has not been followed, at least since 
1863. From time to time such dividends have been declared upon 
the policies as the directors have seen fit to allow. 

It has been the practice of the company to set aside out of its 
yearly gains a certain amount in excess of the legal reserve as a 
provision for contingencies and the residue to distribute or hold 
for distribution. The amount set aside as a contingent reserve 
has been apparently whatever was thought to be necessary for 
the security of ^the company. The following statement is made 
by the company as to its method of calculating dividends : 

" That in apportioning annual dividends, The Manhattan 
Life follows the usual practice of other American companies, 
and employs the general principles of the contribution 
formula. The dividend is composed of three elements, and 
for this year is as follows (the dividend year running from 
July 1 to July 1) : 

*^ First. The portion of loading remaining after making 
deductions for expenses, the expense deduction for the various 
forms of policies averaging about eighteen per cent, of the 
gross premium, plus seventy-five per cent, per thousand of 
insurance. 
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" Second. A gain from interest amounting to seven-twen- 
tieths of one per cent, of the reserve. 

" Third. A mortality gain amounting to five per cent, of 
the cost of insurance. 

"The profits from Mapse and surrender' are applied 
toward the gross expenses of the company, also a portion of 
the mortality gains and a portion of the excess interest 
earned. 

"In making up the apportionment to deferred dividend 
policies at the completion of their dividend period, they are 
given dividen^ds calculated in the same general manner as 
annual dividend policies, plus interest and plus the dividends 
which would have been earned by deferred dividend policies 
that have terminated by lapse, death or otherwise " 
The actual results have been far below the estimates of the 
company: 

Age 40 — Estimated Surplus and Actual Results. 

ESTIMATES OF 1889. 

life. 10 Year Period, Estimated $133 00 Actual (1899) about $46 00 

life 15 Year Periofi, Estimated 332 00 Actual (1904) 07 11 

20 P 10 Year Period, Estimated 150 00 Actual (1899) about 49 00 

20 P 15 Year Period, Estimated 305 00 Actual (1904) about 75 00 

20 Yr. E 10 Year Period, Estimated 174 00 Actual a«i99) about 70 00 

20 Yr. E 15 Year Period, Estimated 355 00 Actual (1904) about 98 00 

ESTIMATES OF 1892. 

life 15 Year Period, Estimated $332 00 Actual (1905) $75 03 

20 P 15 Year Period, Estimated 305 00 Actual (1905) about 89 00 

20 Yr. E 15 Year Period, Estimated 355 00 Actual (1905) about 120 00 

The actuary testified that of the surplus set forth in the annual 
statement for 1904 (fl,954,604.08, exclusive of capital stock) the 
sum of $984,379 was calculated as held for policy holders, and the 
remainder represented the amount which had been made out of 
profits since the organization of the company and apparently not 
held for distribution. 
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WASHINGTON LIFE INSURANCE COMPANY. 

The Washington Life Insurance Company was incorporated in 
1860 under the Act of 1853, with a capital of |125,000. 'Hie stock- 
holders alone have the right to vote for directors, and are entitled 
to semi-annual dividends not exceeding 3^^ per cent. The charter, 
as amended in 1863, provided for a quinquennial account and a 
credit to the policy holders entitled to participate of the remain- 
ing net profits after providing for dividends and allowing a suffi- 
cient amount to reinsure outstanding risks and to cover other 
obligations. ' 

The verified statement of the company as of December 31, 1903, 
showed a surplus of |639,159.72, or |514,159.72 above its capital 
stock. But an examination made by the Insurance Department as 
of November 30, 1904, established the fact that the company had 
no surplus, that its capital had been lost, and that its liabilities 
exceeded its assets to the extent of $80,233.94. 

It was found that the company had been grosslv mismanaged. 
The cost of obtaining new business, including commissions, 
bonuses, expense allowance and salaries, had in some cases 
reached 200 per cent, of the first year's premium. To conceal 
these outlays agents were requested at the end of the year to send 
checks for unsettled advances, which were to be returned at the 
beginning of the following year after the date of the annual 
statement. Home office expenses had been extravagant. The 
salaries of the President and of his son, the Vice-President, 
despite the waste and losses of business, had been increased ; that 
of the Vice-President had been recently doubled, until the com- 
bined salaries of the two officers approximated $45,000 a year. 
Dividends to stockholders were continued and those to policy 
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holders were decreased. Maladministration was followed by 
false reports to the department. The Examiner found that "it 
is a fact conclnsively demonstrated by the examination just com- 
pleted that for the calendar years ending December 31, 1902 and 
1903, the annual returns then sworn to were, in respect to the 
data furnished the Insurance Department for a correct valua- 
tion by it of the company's policies, reversions and annuities 
then in force, materially false.'^ At the end of the year policies 
were treated as lapsed which soon after the beginning of the next 
year were restored. It was found that the policy reserve reported 
to the department on December 31, 1902, was |555,000 less, and 
that reported on December 31, 1903, was |459,816 less than the 
actual policy reserve which, according to the report of the Exam- 
iner of the Department, should have appeared as a liability in the 
annual statement. 

The department thus stated the condition of the company on a 
revaluation of assets and policies as of November 30, 1904: 

Assets: 

Real estate 16,477,984 00 

Mortgage loans on real estate 7,199,700 00 

Loans to policy holders on policies assigned, as 

collateral 1,581,738 00 

Bonds \ 481,624 00 

Cash in bank and office 578,604 27 

Interest and rent due or accrued 202,820 50 

Not deferred and uncollected premiums 420,605 29 

Total assets.. $16,943,076 06 
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LidbiUtiea: 

Net value of policies 116,888,086 00 

Policy claims. 111,798 00 

Premiums paid iu advance, un- 
earned interest and other liabil- 
ities (estimated) 24,126 00 

Total liabilities ...; 117,024,010 00 

Excess of liabilities over assets |18,933 94 

After this report a reorganization was effected through Hon. 
Levi I^. Morton, who had long been interested in the company. 
The capital stock was increased to |500,000, and was taken by 
Mr. Morton at a premium of seventy-five per cent., upon condi- 
tion that the resignations of officers and directors should be put 
at his disposal, that he should have an option on at least one- 
half of the old stock for one year at par and that the new arrange- 
ment should be satisfactory to the Insurance Department. The 
consummation of this plan at once provided the company with a 
surplus over liabilities, excluding capital stock, of |575,316. 
New directors and officers were elected and men prominent in the 
financial world assumed supervision of the company's affairs. 
The present executive officers are John Tatlock, president, form- 
erly associate actuary of the Mutual Life Insurance CJompany; 
Charles H. Allen, vice-president (vice-president of the Morton 
Trust Company) ; T. T. Johnson, second vice-president, and J. B. 
Vandewater, secretary. The only one previously connected with 
the company was Mr. Vandewater, who had not been an officer. 
Associated with Mr. Morton in the purchase, which embraced 
practically all the old as well as the increased shares, was Thomas 
F. Ryan, who became a director of the company. The present 
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members of the Executive Committee are the president and Mr. 
Morton, Mr. Bjan, Harry Payne Whitney, Charles H. Allen, 
Charles D. Dickey and Winthrop Rutherford. The members of 
the Finance Committee are the President, Mr. Morton, Mr. Ryan, 
Mr. Allen, Mr. Whitney, Mr.- Rutherford and George G. Haven. 

Economies in management have been introduced. The annual 
salaries of the executive oflBcers have been fixed as follows : Presi- 
dent, 120,000; second vice-president,- |5,144, and secretary (from 
October 17, 1905), |3,144, the odd |144 being stated to be allowed 
according to the custom of the company as a lunch allowance. 
The vice-president receives no salary. The office expenses for the 
first nine months of 1905 were over |39,000 less than in 1904. 
The books do not show that any contributions were made to 
political campaign funds or in connection with legislation, except 
an annual payment of f 600 a year to. W. S. Walker, for work in 
connection with western newspapers. This retainer has been dis- 
continued by the present management. The cost of new business 
in 1904 was 337 per cent, of the margins on the first year's pre- 
miums; upward of |80,000 was saved in 1905 (to October 1) by a 
reduction in fixed charges of agencies. Agents are now required 
to render frequent accounts, sending , their cash balances every 
week instead of every month. Advances to agents against re- 
newal commissions are still made in about two-thirds of the cases. 
Present rates of commissions are 75 per cent, graded; hitherto 
the maximum commission has been paid on policies on the 
twenty-year distribution plan, while the rate on annual dividend 
policies is 56 per cent. In the future it is intended to pay the 
same rate of commission on both classes. 

Existing rates and types of policies have in the main been con- 
tinued. But in September last the company made an interesting 
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departnre in the issuance of the Tarions classes of policies on 
reduced rates of premium, both on participating and non-partici- 
pating basis, the policies being much simpler than the old forms 
and intended for life insurance purposes only. Cash surrender 
value is provided for only at the end of twenty years, and in the 
case of intervening lapse there is no surrender value except in 
the form of paid-up insurance. In support of this it is urged 
that cash fjurrender value facilitates change of insurance from one 
company to another, promotes lapsing, and is thought to increase 
the mortality rate, being availed of generally in case of sound 
lives. The reduction in the rate of premiums upon this form of 
policy is about thirteen per cent., the loading itself is reduced 
about sixty per cent., due to the reduction in the rate of commis- 
sions, twenty per cent, only being paid on participating and. fif- 
teen per cent, on non-participating policies, with seven and one- 
half per cent, and five per cent, renewal commissions respectively 
for fourteen years. It is not expected that much of this class of 
insurance can be placed through the agents under present con- 
ditions, and the object was to provide cheaper insurance for those 
who were willing to take it directly from the company. About 
f275,00(> has been taken out in about three months out of a total 
of 17,500,000 of insurance written during the same period. 

Prior to the reorganization the company had made very few 
investments in securities, the total value of secureties (bonds) on 
November 30*, 1904, being |481,624. Under the new administration 
investments in mortgages on real estate have not been favored 
ftnd it has been the policy, in order to decrease the proportion 
of this class, to reinvest the cash balances and the moneys received 
in payment of mortgage loans in securities. Upwards of |4,000,000 
have been so invested since January 1, 1905, of which forty per 
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cent or more have been purchased tiiron^ the brokerage firm of 
which Mr. Ryan's sons are members. It is stated that no securi- 
ties have been bought from Mr. Bjan or from Mr. Morton, or from 
any firm or institution in which any officer or director of the 
company has an interest, save in the case of some |200,000 of 
Japanese bonds, Second Series, and 1100,000 Louisville, Memphis 
& Southeastern stock, which were bought from the Morton Trust 
Company. This, however, should not be taken to mean that the 
company has not invested in securities of corporations in which 
its directors are largely interested. It is the declared policy of 
the company not only to make permanent investments in securi- 
ties, but to buy with the view to resale, and it has been frankly 
stated by the President that in his opinion " one of the functions 
of a life insurance company is that of a banker where it can 
make a legitimate profit in safe securities for the benefit of its 
policy holders." In this view it has be^n deemed advisable that 
the investments of the company should be handled by tnose who 
are close to large financial operations. The meetings of the 
Finance Committee have been held at the office of the Morton 
Trust Company. It is said that Mr. Ryan' has not attempted to 
influence the committee in its- decisions, but that all its trans- 
actions have been entered into with the knowledge and approval 
of all the members. On January 12, 1905, at a meeting of the 
Finance Committee, a purchase of |100,000 of the bonds and 1,000 
shares of preferred stock of the American Tobacco Company was 
authorized. The bonds were sold in February and the stock in 
July; a further purchase of |100,000 of the bonds was made in 
March, and these were sold in July ; the profits of the transactions 
amounted to about |9,500. In July, 1905, at a meeting of the 
Board of Directors, the Auditing Committee reported that they 
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had had before it all the officials of tiie company charged with 
the supervision of accounts, and had made detailed and searching 
inquiries into all the points which had come up in the course of 
the examination ; that the books and accounts had been examined 
by a professional accountant as an independent examiner and 
that his examination verified the officials' reports. It was further 
stated by. the Committee that they noted several investments in 
industrial securities and that they doubted whether these would 
meet with tiie approval of the Superintendent of Insurance. It 
was recommended that no further investments of this character 
should be made. In accordance with its general financial policy 
the company has entered into six syndicate underwritings since 
January 1, 1905. Three were in connection with Japanese Gov- 
ernment bonds and one related to Pennsylvania Railroad Com- 
pany conveYtible. These were under the management of Kuhn, 
Loeb & Co., and the Washington Life withdrew its bonds, selling 
most of them soon after they were received. The two remaining 
syndicates, notwithstanding the action taken in July, were entered 
into in November in connection with syndicates of the industrial 
class, to wit, bonds of the Republic Iron & Steel Company and 
the Bethlehem Steel Company. In the interest in the former was 
a portion of the participation of the Morton Trust Company. 

The company has five bank accounts — four in the City of New 
York. The account with the Liberty National Bank is the active 
account of the company. The account with the Morton Trust 
Company, which has been running for many years, was consider- 
ably increased in January, 1905, by the withdrawal of balances 
from the Bank of America and the United States Mortgage & 
Trust Company. It is the account jised in coaueetion with invest- 
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ments. The monthly bank balances during the first ten months 
of 1905 were as follows : 



liberty Chatham National Morton Girard 

1905. National National Bank of Trust Co. Nat'l Bk. Totals. 

Bank. Bank. Commerce. of Phila. 



January $8C.041 73 $26,161 32 $475,642 62 $587,735 5? 

February 94,323 07 26.126 48 695,058 68 815,508 23 

March 67,246 94 19,801 14 $20,000 00 644.428 11 741.476 19 

April 14,227 01 15,168 15 20,000 00 250.188 77 $37,620 77 346.204 70 

May 55,447 05 10,953 76 20,000 00 900,889 79 53,482 44 1,040,773 04 

June 61,675 33 12,940 58 20,000 00 469,909 27 74,90185 629,427 03 

July 32,73165 25,065 93 20,10191 239,498 02 61,427 47 878,824 98 

August 31,330 92 8.035 38 10,10191 12.458 14 63.545 86 125,472 21 

September 27.803 02 14,482 34 20,10191 72.728 85 54.830 29 189.946 41 

October 47.438 93 20,522 77 20.205 96 20.29.131 45.150 28 153.609 25 



The monthly bank balances were largely reduced in August, 
1905. 

It is the opinion of the management that the real estate owned 
by the company is too large and it is the intention to reduce the 
investment as rapidly as possible. 

Of the outstanding insurance 112,339,000 is on the annual 
dividend plan and |45,440,000 on the. deferred dividend plan. For 
several years past annual dividends, have been calculated on the 
basis of an allowance of 1^ per cent, interest upon the initial 
reserve for the policy year, and 5^^ per cent, of the loading on 
the annual premium. As the loading remained constant the 
amount thus calculated would increase by the allowance of inter- 
est upon an increasing reserve. The result was modified by the 
application of a scaje of percentages varying according to the 
duration of the policies. Thus policies issued in 1860 received 
100 per cent, of the amount as ascertained and policies issued 
in later years received reduced percentages, those since 1898 hav- 
ing 20 per cent. Under this method, whether the company made 
or lost money, the gain of the policy holder would increase as his 
policy aged and its reserve increased. Apparently the company 
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has decided to use the same plan for the distribution of dividends 
in 1906. It was reported to the Insurance Committee of the 
company that about |105,000 would be necessary to pay dividends 
in 1906 on the same schedule as had obtained in 1905, and it was 
voted to recommend to the board an appropriation for that pur- 
pose. It is said that the financial history of the company pre- 
cludes any actual determination of the so-called real earnings, 
but as the surplus had been lost, it would seem clear that there 
were no earnings in hand. An estimate for nine months of 1905 
shows the actual earnings to amount to |226,000, of which |77,000 
was the amount of dividends paid to policy holders in 1905 and 
f 149,000 as increase in surplus. The method of calculating de- 
ferred dividends under the former administration is stated to be 
as follows: 

" Dividends on deferred dividend policies have been com- 
puted by taking the sum of the reversionary values of the 
annual dividends credited to a similar policy on the annual 
dividend plan and finding the cash value, at the attained age 
of the policy holder, of such total reversionary insurance; 
and cash contributions so found were then reduced to the 
actual cash dividend by means of percentages applied to the 
original cash values, which percentages were computed and 
applied so as, in the judgment of the then actuary, to 
produce results which would be, at all ages, approximately 
the same percentage of premiums paid.'' 

The company now intends to adopt a method of taking the 
annual dividends declared on similar policies and accumulating 
them at interest until the end of the distribution period, "or 
what comes to the same thing, to accumulate them as pure endow- 
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ment " to that time. It was admitted that as tiie anrplus had 
been e^Lansted and the capital impaired at the end of 1904, what- 
ever will be iq)portioned to tiie deferred dividend policies of earlier 
issues than 1905 will depend upon the surplus gained after Janu- 
ary 1st of that year. But it seons to be the intention, upon the 
ground of expediency, to draw upon this surplus to make up to 
the holders of deferred dividend policies the losses of past years. 
Payments under deferred divid^id policies maturing in 1905 were 
made in accordance with apportionments which had been deter- 
mined upon before the reorganization, althou^ it is evident that 
these apportionments had been declared upon false hyx>otheses 
of gains. This company did not furnish copies of estimates given 
by its agents, but it was acknowledged that the actual results of 
deferred <lividend policies were very much lower than the esti- 
mates. The new management does not permit the use of estimates. 

GEBMANIA LIFE INSURANCE COMPANY. 

The Ciermania Life Insurance Company was organized in 1860 
under the General Act of 1853, with a capital stock of 1200,000. 
Stockholders are entitled to interest at a rate not exceeding 7 
per cent, a year. In addition to the stockholders every policy 
holier paying at least flOO a year in premiums, and every per- 
son having an annuity of not less than that amount, is entitled 
to one vote in the election of directors; and every person whose 
life is insured by a policy, the l^al reserve on which at the end 
of the last policy year amounted to $100 or more, is also entitled 
to a vote for each even flOO of the amount of such reserve. All 
votes may be given in person or by proxy. The provision for 
giving the insured a voting power corresponding to the reserve 
against the policies was an amendment of the charter in 1901. 
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There are about 63,000 policy holders. Proxies executed since 
1901 and representing 42,514 votes are held at the office of the 
company. They run to the president and two vice-presidents. 
Under these proxies, 13,000 votes were cast at the last election. 

By an amendment of the charter in 1867, it was provided that 
within three months after the expiration of that year an account 
should be stated showing the net proiSts of the company, 20 per 
cent, of which, in addition to the interest on capital, was to be 
paid to the stockholders, and the remaining 80 per cent, was to 
be equitably divided among the policy holders. It was further 
provided that on or before July 1, 1869, and in every subsequent 
year, or at such times as the directors should determine, a bal- 
ance should be struck and a sum equal to 5 per cent, of the cap- 
ital, in addition to interest, should be apportioned among the 
stockholders, and the remaining net profits should be divided 
among the policy holders. The stockholders received 7 per cent, 
until 1868, and have been paid 12 per cent since. No other pay- 
ments have been made to them. 

At the end of 1885, the outstanding insurance amounted to 
139,992,080 ordinary, and |1,836,609 industrial, the annual pre- 
mium income to $1,614,892, and the surplus to $891,604. In 1904 
the outstanding insurance was $103,937^349 ordinary, and 
$389,924 industrial, the premium income was $4,478,240, and the 
•surplus over liabilities, exclusive of capital stock, amounted to 
$4,844,780.11. This amount includes the dividends appoi-tioned 
which would be payable in 1905 and subsequently. No indus- 
trial business has been transacted for twenty years, the amount 
still outstanding being that which remains of the old business. 
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In the annual report of December 31, 1904, the assets of the 
company are thus set forth : 

Assets: 

Book value of real estate 13,111,069 37 

Mortgage loans on real estate 16,909,978 00 

Loans on policies 2,041,013 71 

Book value of bonds owned 9,983,923 39 

Cash in office and banks 811,699 01 

Interest and rent due or accrued 365,493 61 

Market value of bonds over book value • 227,718 63 

Net amount of uncollected and deferred pre- 
miums 653,886 77 

Total 134,104,782 39 

Liabilities: 

Net reserve , 129,035,049 00 

Present value of unmatured contracts 24,277 47 

Liability upon canceled policies 7,779 58 

Total policy claims 129,618 61 

Premiums paid in advance 11,193 27 

Dividends or other profits due policy holders 52,084 35 

Dividends apportioned payable to policy holders 

during 1905 343,055 51 

Dividends apportioned payable to policy holders 

subsequent to 1905 1,662,829 10 

Reserve for absolute, war and world policies 100,063 08 

Capital stock 200,000 00 

Unassigned funds (surplus) 2,538,832 42 

Total $34,104,782 39 



Among its real estate holdings are its office building in New 
York, which cost f462,500, and is carried at a book value of 
1507,731, an office building at St Paul, which cost about f800,000, 
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and is carried at $700,000; an office building in Berlin, which 
cost 1291,947, and one in Vienna, which cost |180,799.87. Dur- 
ing the past four years about 40 per cent, of the real estate 
acquired through foreclosure has been disposed of, and the re- 
mainder at the end of 1904 was carried at a book value of 
1861,744. The company claims to have favored conservative in- 
vestments in the interest of stability. About one-half its assets 
are invested in mortgages upon real estate. Its investments in 
securities have been for the most part in railroad bonds. There 
have been no -participations in syndicates and the company owns 
no stocks. 

The insurance expenses of the company have been high, 
amounting to 114.31 per cent, of the loading on its premiums. 
The salaries of the executive officers are as follows: President, 
fl8,000; vice-president, $12,500; second vice-president,- $10,000; 
actuary, $6,000; secretary, $5,000. The president's salary was 
increased from $12,500 to $15,000 three or four years ago, and 
to $18,000 in January, 1905. The vice-president's salary has 
been raised from $10,000 within the past five years. The legal 
expenses in 1904 amounted to $3,715.63. The company states- 
that it has made no contributions to political campaign funds 
for ten years last past Its only payments in connection with 
legislation have been $250 for counsel fees in connection with the 
enactment of a law in 1904 relating to conditional bills of sale, 
and $550 for the use of the committee opposing the mortgage 
tax law passed at the last session. 

One-third of the business of the company has been done in 
Germany. The company has had no difficulty with the German 
government, but on the contrary has iound that its business 
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abroad has been satisfactorily transacted at lests cost and shows 
greater persistence than here. In Germany many commissions 
are the equivalent of 35 per cent on first year's premiums and 4 
per cent, renewal commissions, as against 65 per cent, and 7^ per 
cent, respectively and advances and various additional expenses 
in this country. It is said that rebating is not known in 
Germany. 

The fact that the expenses have exceeded the loadings is ex- 
plained by the excessive cost of the new business, which, as in 
the cases of other companies has largely lapsed. %us it appears 
that during the last four years although upwards of $51,000,000 
of insurance has been written, the outstanding insurance has 
increased only about |22,000,000. The first year's expenses in 
1904 amounted to $686,248, or 350 per cent, of the margins in 
first yearns premiums including mortality gains. 

Most of the business is on the basis of deferred apportionment 
of dividends. Policies of this kind are divided into classes, ac- 
cording to the year of issue and the distribution periods. The 
German Government requires the company to show the number 
of each class of policies issued in a given year, the distribution 
period and the manner in which the company annually deter- 
mines the amounts to be proportioned from its surplus to that 
class. The figures are given in detail. In October of each year 
an estimate is made of the results of the year, for purpose of 
determining the dividends to be paid in the year following. The 
same calculation is made whether the dividends are actual or 
deferred. The company does not, as was found to be the case 
with the New York lAfe, toward the end of the dividend period, 
place to the credit of the policies about to mature a gross amount 
very much larger than for any previous year, to meet the neces- 
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sities of distribution, but in each year determineB the amount to 
be credited to deferred dividend policies, in the same manner as 
in the case of annual dividend policies. About 10 per cent of 
tiie estimated gains for the year are held as a contingent fund 
and the residue is divided. In the case of a deferred dividend 
policy the dividend is placed to the credit of the policy and is 
permitted to accumulate until the end of the agreed period, when 
the aggri^ate of the amounts anntially ascertained or accumu- 
lated with interest is taken for distribution among the surviving 
policy holders of the class. On account of the expenses of the 
business there are no actual accumulations upon deferred divi- 
dend policies until they are about four years old, but, despite 
this fact, each year there is apportioned the same amount to a 
deferred dividend policy holder as to an annual dividend policy 
holder. The following is a statement of the surplus added and 
the total surplus in reichm^rks, taking the ten-year class matur- 
ing in 1904, as reported to the German Government, in accord- 
ance with its requirements: 



Surplus Total 

Year. Added. Surplus. 

1894 No accumulation. 

1895 No accumulation. 

1896 Marks, 6,085 53 Marks, 6,085 53 

1897 7,032 18 13,117 71 

1898 7,300 99 20,418 70 

1899 8,105 61 28,524 34 

1900 8,798 91 37,323 25 

1901 8,433 40 45,756 65 

1902 10,447 22 56,203 87 

1903 11,540 49 67,744 36 

1904 11,717 65 78,691 81 



Similar reports have been made to the German Government 
of the surplus added annually in each class of policies according 
to, the year of issue. The results have not corresponded to the 
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estimates furnished by the agents of the company; for example, 
the estimate on a flfteen-year payi^ent life policy with a fifteen- 
year dividend period was |145 per $1,000 of insurance taken at 
age 39, and the actual result was $102.33. In the case of an 
ordinary life policy taken at age 54 with a fifteen-year accumu- 
lation due in 1904, the estimate was $223 and the actual result 
$114.72 per $1,000 of insurance. 

From the annual statement of December 31, 1904, it appears 
that the surplus or unassigned funds of the company amounted 
to $2,538,832.42. 

Despite the provision of the charter, that after 1869 the net 
profits, after paying to stockholders 5 per cent., in addition to 
7 per cent. " interest," should be divided among the policy holders, 
this surplus fund has been accumulated. No part of it has been 
credited to any policy holder or has been treated as available 
to the policy holders of any, class, whether their dividends be 
annual or deferred. 

HOME LIFE INSURANCE COMPANY. 

The Home Life Insurance Company was also incorporated in 
1860 under the General Act of 1853. It has a capital of $125,000. 
Stockholders vote by shares in person or by proxy, and any 
person insured for life paying to the company a premium of at 
least $80 a year is entitled to vote personally but not by proxy 
in the election of directors. The policy holders, save in one 
case many years ago, when one vote was cast, have never exer- 
cised their privilege. The election is advertised in the news- 
papers, but no other notices are given. It was provided in the 
certificate of incorporation that the insurance business should 
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be conducted on the principle of giving to policy holders an 
interest in the profits of the company as therein stated, unless 
it should be otherwise agreed between the company and the 
insured ; and it was further provided that the net profits annually 
ascertained should be apportioned to the holders of policies who 
may be entitled to participate in the profits according to their 
respective contributions thereto. Dividends on stock are lim- 
ited to 6 per cent, semi-annually, and stockholders beyond the 
amount of their shares and such dividends are not entitled to 
any part of the funds or profits of the company save as they 
may be policy holders. The stockholders have been paid 12 
per cent, annually. 

Within the last twenty years the insurance in force has 
increased from |17,819,416 to 174,892,229, and the annual pre- 
mium income from |600,238 to 13,015,893! On account of the 
system of distribution, to which subsequent reference is made, 
the surplus has not increased. At the end of 1885 it was 
91,342,952. At the end of 1904 it amounted over and above capital 
stock to 11,237,315.56, of which |228,211.31 was stated to be a 
"special reserve to meet fluctuation in value of securities." 
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The assets as of December 31^ 1904, are stated to be as foUows: 

Assets: 

Book value of real estate fl,660,606 28 

Mortgage loans on real estate 4,73S^9 19 

Collateral loans 12,750 00 

Loans made on policies 1,008,268 50 

Premium notes on policies in force 543,243 28 

Book value of bonds and stocks owned 7,623,896 18 

Cash in office and in banks 332,299 68 

Agents' balances : 51,051 30 

Interest due or accrued, including rent 122,636 38 

Market value of real estate over book value 70,447 48 

Market value of bonds and stocks over book value. 228,211 31 

Net uncollected and deferred premiums 268,630 79 

Gross assets 116,657,280 37 

Deduct agents' balances 51,051 30 

Total admitted assets 116,606,229 07 

Liabilities: 

Net reserve f 15,073,548 00 

Present value of unmatured supplementary con- 
tracts 49,088 00 

Total policy claims 75,894 46 

Premiums paid in advance 39,730 96 

Dividends or other profits due policy holders 5,652 09 

Special reserve to meet fluctuation in value of 

securities 228,211 31 

Reserve for all other contingencies 1,009,104 25 

Capital stock 125,000 00 

Total 116,606,229 07 



The real estate owned by the company, with the exception of 
two small properties iij Brooklyn obtained/ tb rough foreclosure^ 
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consists of the oflQlce building in the City of New York. The 
book value is somewhat in excess of cost and the net income 
is between 2^ and 3 per cent, of the book value. The company 
has a number of stock investments in banks and trust companies, 
but the holdings are relatively small, the largest amount being 
400 shares in the National Bank of Commerce. It also holds 
stocks in railroads, express, telegraph, gas and telephone com- 
panies. But the greater part of its investments in securities is 
in bonds. There have been no participations in syndicates.' It 
is a general rule to keep the bank balances, including balances 
in banks throughout the country, within f300,000. 

The company has never contributed to political campaign 
funds, nor has it made payments in connection with legislation 
in any state. It would seem that this company, as well as the 
other smaller companies, has not felt called upon to make expen- 
ditures of this sort, but that this matter has been ^left to the 
three leading companies. During the national campaign of 1896 
$1,000 was expended in the purchase and distribution of litera- 
ture in support of the "gold standard." 

The salaries of the executive oflScers are as follows : President, 
$25,000 ; vice-president and actuary, $12,500 ; assistant secretary, 
$4,000. All disbursements are said to appear regularly upon the 
books, and no funds have been made available for concealed 
purposes through accounts in the names of officers or otherwise. 
The testimony is that the legal expenses in 1902 amounted to 
$12,490, in 1903 to $8,579 and in 1904 to $4,743. 

The insurance expenses, however, have been very large, amount- 
ing to 120.13 per cent, of the loading. In explanation it is said 
that the company has been forced to " go in the market and pay 
the competitive rate of commissions." If it were not subject to 
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the strain of competition and conld be satisfied with a less 
amount of business it would be able to keep within its loadings. 
The first year's expenses in 1904 amounted to f402,442.92, or 233 
per cent, of the margins on the first year's business. Commissions 
are 55 per cent, graded, with an additional commission of 10 
per cent, for an expense allowance, with renewals of 7^ per 
cent, for fifteen years. In some cases there are additional expense 
allowances. Advances are made to a small extent, the entire 
amount outstanding being shown in the statement to the depart- 
ment. In the four years 1901 to 1904 the new business amounted 
to about 151,000,000, but the net insurance increased only about 
120,800,000, showing that a very large percentage of the business 
was non-persistent and entailed a heavy cost. Of the outstanding 
insurance 75 per cent, is on the deferred dividend plan, 11 per 
cent, on the annual dividend plan and 14 per cent, is non-partici- 
pating. Diyidends are apportioned on every participating policy. 
In the case of a deferred dividend policy the distribution is made 
in the same way as in the case of an annual dividend policy, 
and the amount is accumulated until the end of the deferred 
dividend period. It is the practice of the company to keep an 
account with every deferred dividend policy holder, and the 
present value of the total of the accumulations upon his policies 
is taken as a liability; that is to say, is carried by the company 
as a liability ift the same manner as the ordinary legal reserve. 
About 11,290,000 was thus included in the annual statement 
for the year 1904 as a liability for deferred dividends. The sur- 
plus or reserve for other contingencies is the amount which, as 
already stated, was accumulated many years ago. In fact, it 
was practically the same amount that it is now as early as 1880. 
It thus appears that the current gains of the company have 
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been divided, the annual dividend policy holder receiving his 
dividend in cash or in the purchase of insurance, and the deferred 
dividend policy holder being credited with a given amount for 
which the company assumes an obligation subject to the survival 
of the policy holder. ^ The account with the policy holders are 
open to inspection and information as to the dividend created 
on particular policies is given upon application. In case of 
death before the end of the dividend period the amount credited 
is forfeited and is treated as restored to the general funds of 
the company and as forming part of the gains for the year in 
which the lapse occurred. The policies are not segregated accord- 
ing to years of issue so as to give the surviving members of a 
class the gains from the lapses of other members, but the gains 
from lapses form part of the general profits of the company to 
be distributed among the policy holders. It is the opinion of 
the management that the annual exposure of the results of the 
business has been an effective check in its operation, leading 
to greater care in the selection of business and to more con- 
servatism in the investments; in other words, the deferred divi- 
dend liability has increased from |372,000 in 1896 to $1,290,000 
in 1904, and this amount under other plans would have appeared 
as apparent surplus. 

The company has discouraged the use of estimates. In 1891 
a book of estimates was issued, but it was not used, only a few 
copies being sent out, as the agents thought the estimates too 
low. But these estimates were very largely in excess of the 
actual results; thus in the case of an ordinary life policy with 
fifteen-year dividend period taken at age 44 the amount as shown 
by the estimates of 1891 would be |175.25 per f 1,000 of insur- 
ance, whereas the actual results for 1905 on such a policy 
amounted to |106.77. This is accounted for by the decline ^* 
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the rate of interest and the increajse in the cost of obtaining 
new business. 

The calculation for the apportionment of dividends is made 
in May after the expiration of the fiscal year. The company 
has used since 1897 4i/^ per cent as the effective rate of interest 
The rate has varied slightly from this in each year, but the 
assumed rate is said to approximate closely to tie actual rate. 
In addition to the estimated gain from this source 14 per cent 
of the gross or tabular rate of premium is the charge assumed 
for expenses, and the residue of the loading over and above the 
net premium is estimated as gained. The fact is that the total 
loadings are exceeded by the ex{>enses; but the gains from mor- 
tality are not separately calculated for dividend purposes and 
in effect are treated as used for expenses. Finally, the accuracy 
of the calculation is checked by ascertaining whether, after 
determining the amount of dividends upon this basis, the surplus 
has materially increased. Otherwise it is assumed tiiat the 
calculation is substantially correct. 

BANKERS' LIFE INSURANCE COMPANY. 
This company was originally formed in 1869 as a fraternal 
organization under the name of the " Bank Clerks* Mutual B^ieflt 
Association." In 1893 it was re-incorporated under the Laws of 
1887 as an assessment company, changing its name to the 
" Bankers' Life Insurance Company." The i)olicie8 were divided 
into two classes, Class A consisting of the assessment policies 
issued prior to the reorganization, and Class B of the policies 
subsequently issued. The new constitution provided that fl for 
each $1,000 insurance in force on December 31 in each year should 
be set aside from the contributions of Class B to reduce tie cost 
^ the members in Class A. The new policies were ten-year-tem 
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policies. Although the company as an assessment association 
was not required to maintain a reserve save to the extent of one 
mortuary call, it established a voluntary reserve for its own pro- 
tection. It was ascertained in 1895 that the rates which had 
not been fixed scientifically were inadequate, and the rates were 
increased substantially to the amounts charged by the so-called 
" old line " or level premium companies. Having a considerable 
accumulation of reserve fund, it also embraced in its policies 
features similar to those of level premium companies, and among 
them cash surrender values, but although copies of policies had 
been furnished the Superintendent a year or so before and no 
objection was made, in 1898 this was objected to by the Depart- 
ment of Insurance as unauthorized by law and misleading to 
the public. The Superintendent wrote to the company: "The 
X)olicy contracts of your company must be amended so as to 
meet with the approval of this Department, or I will be com- 
pelled to take action of a character which will be detrimental 
to your management and will necessarily prejudice your com- 
pany before the insurance public." It is said that the company 
then desired to deposit |100,000 with the Department so that it 
might be able to avail itself of the provision of section 214 of 
the Insurance Law (as amended in 1894) relating to assessment 
companies. "This article shall not prevent any corporation, 
association or society authorized to do business hereunder from 
paying out of surplus accumulations or reserve fund to its 
members such ratable cash dividends or crediting on assess- 
ment such ratable sums as they are now or may hereafter 
become entitled to by the terms of their contracts, provided 
that nothing contained in this article shall be construed to 
permit any contract promising any fixed cash payment to any 
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living certificate or policy holder, unless such corporation, 
association or society shall have deposited the sum of one hun- 
dred thousand dollars with the Insurance Department of the 
State and the Superintendent has certified to that effect" The 
Department seems to have regarded the statute as enacted for a 
special purpose, and took the position that it was applicable 
only to policy contracts existing at the time of its passage. This 
position is defended upon the ground that the Department was 
endeavoring to protect the public against a defect in the law, 
and the Bankers' Company was informed substantially that it 
would not be permitted to issue the desired policies even though 
the deposit were made. In 1899 the company was reincorporated 
as a level premium company, with a capital stock of |100,000. 
For this purpose a considerable amount was borrowed by the 
subscribers to the stock, a majority of the total shares being 
pledged as collateral. The loan was called in 1902, and there- 
upon the pledged stock was sold at private sale at 120, and the 
purchasers within a short time resold it at 300 to Hon. Foster 
M. Voorhees, who was acting on behalf of the Knickerbocker 
Investment Company. The latter company had been organized in 
March, 1902, as a New Jersey corporation, and was authorized to 
do a general investment business. It seems that "one of the 
purposes of the organization " was " the control of a life insur- 
ance company through the ownership of its stock." The com- 
pany acquired 626 shares, in all, of the stock of the Bankers' 
Company. Before the agreement for sale had been executed 
the directors of the latter company, largely representing the 
minority interests were so disturbed by the proposed transfer 
of a majority of the stock to outside parties that they adopted 
a resolution opposing the consummation of the agreement and 
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instracting counsel to take such steps as might be necessary to 
protect the interests of the company. As a result, a voting trust 
was arranged for five years, with Hon. Foster M. Voorhees, Mr. 
William Sherer and Hon. Edward C. Stokes as Trustees. To 
effect the purchase large amounts were borrowed upon the stock 
xis collateral, for which certificates of beneficial ifiterest, issued 
by the voting Trustees, were substituted. In the early part of 
1904 Henry P. Townsley, who at one time had been general 
manager of the Bankers' Company, and Eugene Van Schaick, as 
attomey-at-law, acquired a small interest in the stock of the 
Knickerbocker Investment Company. They became directors, 
and also took over some of the loans of the company, amounting 
to about 135,000, with voting trust certificate as collateral, rep- 
resenting something more than a majority of the stock of the 
Bankers' Company. Later the Knickerbocker Investment Com- 
pany brought suit to remove the trustees and to set aside the 
voting trust, charging conspiracy and fraud against the trustees 
and alleging that the trust had been created as a part of a scheme 
for acquiring control of the Bankers' Company, with consequent 
personal benefits to themselves. The Suit was tried before Hon. 
Hamilton Odell as referee, who found that not one of the allega- 
tions of collusion or conspiracy or fraud had been found to be 
true, and that the voting trust was legal. From a judgment dis- 
missing the complaint it is understood that an appeal has been 
taken. In the early part of 1905 Messrs. Townsley and Van 
Schaick organized under the laws of New York a company known 
as the Manhattan Bond and Underwriting Company, for the pur- 
pose of obtaining control of the Knickerbocker Investment Com- 
pany, and through that the control of the Bankers^ Life. The 
Manhattan Company took over from them the obligations which 
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they held of the Knickerbocker Company, with the voting trust 
certificates as collateral. The Manhattan Company has acquired 
also a majority of the stock of the Knickerbocker Company, 
issuing in exchange its bonds payable in 1925, with interest at 
5 per cent., payable only out of net earnings. Messrs. Townsley 
and Van Schaick own practically all the stock of the Manhattan 
Company and thus control the Knickerbocker Investment Com- 
pany, which in turn, subject to the voting trust, controls the 
Bankers^ Life; they also through the Manhattan Company con- 
trol the indebtedness for which the majority of the stock of the 
Bankers^ Life or the voting trust certificates representing it has 
been pledged. 

On December 31, 1904, the company had outstanding insurance 
amounting to |22,738,036, and its surplus over and above liabili- 
ties and capital stock amounted to |86,723.97. The Insurance 
Department made an examination in the early part of 1905 which 
confirmed the correctness of the statement. The assets of the 
company (December 31, 1904) are stated to be as follows: 

Assets: 

Mortgage loans on real estate f83,250 00 

Pollateral loans 4,986 42 

Loans on policies 108,003 83 

Premium notes on policies in force 14,309 94 

Book value of bonds and stocks owned 941,512 G2 

Cash in bank and in office ' 126,922 98 

Bills receivable 1,210 73 

Agents' balances 49,256 95 

Furniture and fixtures 13,028 33 

Interest accrued 2,353 68 

Market value of bonds and stocks over book value. 24,194 88 

Net uncollected and deferred premiums 84,615 00 

Gross assets 11,453,645 36 
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Deduct as Ni}t Admitted: 

Fomitiire and fixtures 113,028 33 

Agents' balances 49^56 95 

Bills receivable 1,210 73 

Premium notes or loans in excess 

of net vajue of policies 850 00 

164,346 01 

Total admitted assets 11,389,299 35 

Ldabilities: 

Net reserve |1,182,876 00 

Present value of unmatured and supplementary 

contracts . . ; 3,125 00 

Liability on canceled policies 175 89 

Total policy claims 12,700 00 

Premiums paid in advance 565 47 

Salaries, rent, commissions and other accounts due 

or accrued •. \ 1,937 58 

Agents' balances 1,195 44 

Capital stock 100,000 00 

Unassigned funds (surplus) 86,723 97 

Total 11,389,299 35 



These assets, as stated by the examiner, are of assured value, 
the larger part being represented by railroad bonds. The stock 
investments, which do not include any holdings in banks or trust 
companies, amount in market value to about f58,000. There have 
been no syndicate operations. 

At the end of 1899 the surplus over capital stock amounted to 
163,988 and in 1901 had reached f 185,576. At the end of 1903 
this had been reduced to |63,471 and, as above stated, the amount 
was increased to {86,724 in 1904. The following is a statement 
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of Die annual results or net earnings and losses of the business 
according to the annual statements since the reincorporation: 

1900, gain f95,501 00 

1901, gain 33,290 00 

1902, loss 25,528 00 

1908, loss 49,715 00 

1904, gain • 58,655 00 



The expenses in 1904 amounted to |283,580. They were prac- 
tically the same in 1903 and over f300,000 in 1902, rising from 
1223,000 in 1899. The expenses have very largely exceeded the 
loadings upon the premiums. Recently economies hlive been in- 
troduced. The salary of the president, who resigned in Novem- 
ber, 1905, was |8,000 The former third vice-president, who 
received a salary of f4,000, is now acting president without salary. 
The other members of the executive force are the medical director, 
whose salary was reduced from f5,500 to $4,500 in November 
last, and the general counsel and secretary, who receive |3,500 
and |2,700, respectively. The legal expenses have been as follows : 

1900 116,056 24 

1901 10,229 09 

1902 3,099 91 

1903. 3,121 09 

1904 1,908 11 



There have been no contributions to political campaign funds 
and no expenditures in connection with legislation. 

On the three principal forms of policy, ordinary life, twenty- 
year life and twenty-year endowment, the first year's commissions 
are 65 per cent, graded, and the renewal conmiissions 15 per cent, 
the second year and 7% per cent, for the remainder of the life of 
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the policies. Recently, advances to agents have been, to some 
extent, reduced. Prom 1899 to 1902 the policies issued were on 
the modified preliminary term plan, that is to say, they had but 
one preliminary term rate equivalent to the ordinary life rate 
after the first year and the additional amounts paid in the case 
of premiums on limited payment life and«endowment policies were 
guaranteed to be returned on the basis of cash values and hence 
were included in the reserves. In New York these policies have 
been vajued as they w^» written, but the Massachusetts Depart- 
ment disregarded the terms of the contracts and valued them as 
if the insurance for the first year was altogether term insurance. 
The result was that in 1904 |109,992 was charged for reserves in 
New York in excess of what was charged in Massachusetts. In 
1902 the company abandoned the modified preliminary term plan 
and has beefn writing sincfe full preliminary term insurance. 
That is, although a full premium is charged the first year, that 
year's insurance is treated and valued as one year's term insur- 
ance, making almost the entire first premium available for ex- 
penses. The cost of obtaining new business in 1904 amounted to 
|153,082, and the company had available out of its first year's pre- 
miums on the full preliminary term basis and out of its first year 
mortality gains aggregate margins of |132,046.21. In other 
words, the expenses were 116 per cent, of the margins calculated 
in this manner. 

About 11,200,000 of the outstanding business has been written 
on the ten, fifteen and twenty-year •distribution plans. Despite 
the losses above mentioned the dividends to policy holders have 
steadily increased. They have been as follows : 

13 
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1900 .•. 11,988 00 

1901 5,215 00 

1902. 21,035 00 

1903.. ; 25,827 00 

1904 35,402 00 



'^he charter does not limit the returns to the stockholders and 
the annual statements show that they received ^' for interest or 
dividends" in 1900, f5,500; in 1901, f6,000, and in 1902, t7,000. 
Nothing was paid to them in 1903 or in 1904. 

PEOVIDENT SAVINGS LIFE ASSURANCE SOCIETY. 

The Provident Savings Life Assurance Society was organized 
in 1875 under the General Act of 1853, with a capital stock of 
1100,000, divided into 1,250 shares of the par value of f80 each. 
Policy holders are not entitled to vote for directors. The stock- 
holders may receive semi-annual dividends not to exceed 3^4 P^i* 
cent. The charter provides that the net surplus arising from the 
payments of persons insured '^ upon the participating or mutual 
plan " shall be divided equitably, and that surplus arising from 
the payments of those insured ^^upon the non-participating or 
stock plan," or from the other sources, shall be cred!ited pro rata 
to the stockholders, but shall be retained by the corporation as a 
guaranty fund until the same shall amount to |250,000, after 
which the excess may be divided among the stockholders annually. 
The society was formed originally by the Actuary, Sheppard 
Homans, who managed it until about 1894. Its surplus over 
liabilities at the end of 1894 amounted to 1764,000 and had fallen 
to 1492,340 at the end of 1890. In the fall of 1896 Frank B. 
Hadley, of New Bedford, Mass., made arrangements to acquire 
1,025 shares of the stock at a total cost, with expenses, of about 
f363,000. Two hundred thousand dollars was borrowed on the 
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stock from the Continental Tmst Company and |125,000 was 
procured bj Hadley through temporary loans. The transaction 
was completed on the 22d of December, 1890, when Hadley took 
control of the society, and a new Board of Directors and new 
officers were elected. On the same day the society loaned Hadley 
937,500 to enable him to complete the purchase, and within two 
months he obtained three additional loans from the society to 
the amount of fl25,000 to take up his temporary loans, and thus 
to the extent of |162,500 the society supplied the means for the 
purchase of the control of its own stock. The collateral for the 
loans consisted largely of the stock of mills with .whicii Hadley 
was connected. These mills failed the following April, and about 
the same time Hadley committed suicide. The. society has 
charged to profit and loss about |145,000 on account of these 
loans. Mr. Ediward W. Scott, who had*become president of the 
society on the reorganization in the preceding December, through 
sundry conveyances acquired Hadley's equity in the stock, sub- 
ject to, but without assumption of, his 'loans. Nothing was paid 
by Mr. Scott for the transfer. In July, 1897, the Continental 
Trust Company sold at auction the 1,025 shares of stock, and 
they were bought in by Mr. Scott for f205,500. Through the in- 
troduction of Mr. John A. McCall, Mr. Scott borrowed, with the 
stock as security, |180,000 of the purchase price from the New 
York >Security and Trust Company, and shortly after Mr. Mc- 
CalFs brother-in-law, Mr. Horan, became Comptroller of the 
society at a salary of |6,000 a year, retaining the office for a little 
over two years. About |20,000 more of the purchase price was 
obtained by Mr. Scott from Messrs. Boswell and Buckley, agents 
of the society, the same being advanced to them at the time by 
the society upon their general account. Mr. Scott's explanation 
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is that the agents desired to take an interest in the stock to the 
extent of 100 shares, and the moneys were advanced to facilitate 
the pujrch^se. About a, year and a half later they surrendered 
th^ir claim to the 100 shareei to Mr. Scott. The society, it is said, 
has received interest at 5 per cent upon the sum advanced by it, 
but no part of that sum has been repaid to the society, and ap- 
parently it now has nothing to show for the money save a letter 
from Mr. Scott that it will be entitled to 100 shares of iU. own 
stock when the same shall be released from the pledge. Th^ 
letter is as follows : 

" Fbbruaby 27, 1901. 
" R. K. Hubbard, Esq., Comptroller : 

" ^Regarding the so-called Boswell and Buckley stock of one 
hundred shares, I want it understood as it was by your prede- 
cessor, that when it shall be released the same is to be taken 
into the treasury of the company by proper transfer. 

E. W. Scott. 

^* Have this filed in security Vault." 

When this was under investigation by the Committee in De- 
cember last, it appeared that there was still due to the New York 
Security and Trust Company |50,000 on the Scott loan, for which 
the stock- was pledged sts collateral. As it appears that the 
society has made advances, still unpaid, to the extent of |165,000 
in order to facilitate the purchase of its stock, it would seem 
proper that appropriate proceedings should be taken to ascertain 
and protect any equity to which, by reason of these facts, it may 
be entitled.* 

Following the disclosures in 1897 relating to Hadley's trans- 
actions, the Insurance Department made an examination showing 
a surplus over liabilities, not including capital stock as a liability, 
of {252,520.34. There has not been since that time an examina- 
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tion by the Department. According to its annual statement as 
of December 31, 1904, the society had outstanding insurance 
amounting to |101,189,448 and a surplus over liabilities of 
f751,767. Its assets were thus classified : 

iAsseta: 

Book value of real estate |2,514,793 2G 

Mortgage loans ; 700,295 22 

Collateral loans 9,200 00 

Loans on policies 2,289,450 96 

Premium notes on policies in force 261,446 16 

Book value of bonds and stocks owned 796,999 92 

Cash in office and in banks 488,257 21 

Bills receivable 980 88 

Agents' balances 77,005 77 

Loans to agents 50,000 00 

Interest and rent due or accrued - 88,261 06 

Market value of real estate over book value 189,706 74 

Market value of bondis and stocks over book value. 18,400 23 

Net amount of uncollected and deferred premiums. ^ 539,372 00 

Due for excess taxes paid 13,235 50 



Gross assets 18,037,404 91 

Deduct Not Admitted: 

Agents' balances |77,005 77 

Bills receivable 980 88 

Premium notes or loans in excess 

of net value of policies 33,220 00 



111,206 65 



Total admitted assets.... 17,926,198 2(> 
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lAdbiUtiet: 

Net reserve |6,951,961 00 

Present value of unmatured supplementary con- 
tracts 30,417 00 

Liability on canceled policies 13,172 00 

Total policy claims 149,900 00 

Dividends or other profits due policy holders 2,185 33 

Trust funds 26,795 82 

Capital stock 100,000 00 

Unassigned funds to provide for all other con- 
tingencies 651,767 11 

Total 17,926,198 26 

• 

The society has about |66,000 invested in stocks, of which 
about |43,000 is invested in the stock of the Merchants' Exchange 
National ^Bank, where the society carries its lai^est deposits, 
averaging for some time prior to September, 1905, about f200,000, 
when they were largely reduced. The other local banks of deposit 
of importance are the New York Security and Trust Company, 
where, during the first ten months of 1905, the monthly balances 
averaged |100,000, and the Standard Trust Company. 

Real estate valuations have been dealt with in a remarkable 
manner. Que parcel of its holdings consists of an office building 
at Waco, Texas, erected by the society in 1889, at a cost of |145,- 
448.53! The cut stone for the building, which has been contributed 
locally, was •deemed to be worth |50,000, and it is said that there 
was an appraisement of the property at about |253,000. It was 
carried, however, on -the books at the cost to the society until 
1897. There appears in the annual statement for that year un- 
der the head of income, and as profits on account of the prop- 
erty, the sum of |56,527.97, the result of adding that amount to 
the book value. In 1898 it included in its statement of the year's 



Digitized byVrrOOQlC 



No. 41.] 199 

profits 126,000 more by another advance in valuation. In 1899 
the profits were increased by a further advance on the same 
property to the extent of 126,980.60. 'niis brought the total book 
value to the sum of |263,9&7, and at this amount it was also car- 
ried in 1900. In 1901, it is said that the property was appraised 
at 9226,000, but the book value remained the same as theretofore. 
In 1902 it was exchange for the premises Nos. 632 and 634 
Broadway and Nos. 80 and 82 Wooster street, New York City. 
The Broadway property was taken at |216,000 and the Wooster 
street at |46,000, making an apparent profit of f6,000 over the 
book value of the Waco property. A loan of |126,000 was made 
to the purchaser upon the Waco property as security, and in six 
montiis, on the first default of interest, the property was recon- 
veyed to the society in payment of the loan. Thus the society 
had in effect paid for the Broadway and Wooster street proper- 
ties 1126,000. The Waco property was then entered upon the 
books as acquired in 1902 at a book value of |204,697.20 and the 
market value in the report of 1902 was stated at |205,000. In 

1903 the value was increased from |206,000 to |220,00O and in 

1904 to |225,000. The property is still owned by the company. 
In 1897 the company owned a lot and building in Savannah, 

Georgia, which had cost |83,107.26. Among the profits of that 
year, as shown by the annual statement, is the sum of 118,436.24, 
an advance in the valuation of this parcel. In 1899 the property 
was marked up again and a profit shown for the year of |19,- 
ri64.37. It lippears that in 1900 the society obtained an appraisal 
at 1129,301.25, and in that year the book value was advanced 
f8,722.39. In September, 1901, this property, a parcel at Engle- 
wood and ano^er at Mamaroneck, were exchanged for property 
on West Twenty-seventh street, New York. The terms of the 
exchange were that the Englewood property was put at f 10,000, 
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that at Mamaroneck at |50,000, that at Savannali at fl50,00i), 
and {43;063.52 wais paid in cash, making |253,063.52 the consid- 
eration for the West Twenty-seventh street property. But in 
tlje statemtot of December 31, 1901, the latter property was in- 
cluded at the book value of |323,000, a profit of fJTOjOOO over the 
September price being included in the gains of the year. The 
society made a loan to the purchaBer of |110,000, secured by mort- 
gages, $85,000 on the Savannah property, about |20,0OO on the 
Mamaroneck property and f5,000 on the E^nglewood property. 
There was one payment of interest and then the three properties 
were taken back by the society in 1908, in consideration of the 
cancellation of the mortgages. The book value of the Savannah 
property was placed at |102,431.94 in the statement of that year; 
the market value was stated to be |110,000. In May, 1904, the 
same property taken at |175,000, the Englewood property at |12,- 
000 and another property at Waco taken at |75,000i were deeded, 
with f 10,200 in cash, in exchange for the premises Nos. 536 and 
538 Broadway. The total consideration was |272,200. A mort- 
gage of $75,000 on the Savannah property was given by the pur- 
chaser, which is now under foreclosure. After this transaction 
the society owned the premises Nos. 530, 532, 534, 536 and 538 
Broadway, New York. No. 530 stood at a book value of |144,- 
011.17; Nos. 532 and 534, originally taken at |215,000, stood at 
$275,000, and Nos. 536 and 538 had cost, according to the terms 
of the last exchange, $272,200, making a total book value of $692,- 
111. The plottage or advantage of having the parcels in one 
ownership was appraised at $60,000, but in the statement of 1904 
the book value was placed at $954,145.51, the differeiice being 
taken as profits for the year. The market value was placied at 
$995,000. 
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The Mamaroneck property, to which references has been made, 
was acquired on foreclosure in 1900 for a debt of |20,000, and im- 
mediately was put in at a book value of |40,000. Becently the 
above-mentioned property on West Twenty-seventh street and 
several other parcels were exchanged for the building at No. 35 
Nassau street, formerly owned by the Metropolitan Life Insurance 
Company, which is carried at a book value of |1,193,068.30. 

It will be noticed that despite the restrictions of the Insurance 
Law the society has about one-third of its assets invested in real 
estate. It owns no office building save the one at Waco. Through 
formal exchanges, followed by a reacquisition on discharge of 
mortgages of properties which it originally owned, it has extended 
its real estate holdings. It has also acquired real estate in con- 
sideration for annuities. To the proper function of an insur- 
ance company it has added a considerable real estate business, 
the desire to make a better showing of annual gains through an 
advance in valuations being apparently not the least important 
motive. 

It is evident that th^e should be an examination by the He- 
partment and a careful reappraisement of the properties of the 
society. 

Until about 1896 the policies issued by the society were almost 
entirely yearly renewable term policies. The society in effect was 
upon a natural premium basis, with increasing premiums as age 
advanced. It made insurance gains and accumulated a consid- 
erable surplus, but at the same time the mortality rate had been 
rising very steadily. Transfers have been made of old yearly 
renewable term policies to a large extent, but they still remain 
about one-sixth of the society's outstanding insurance, and the 
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heavy mortality rate upon these policies is a caiue of serious loss. 
The mortality experience for the year 1904 was as fcrilows: 



£iq[>06ure8. 


Expected Lost. 


Actual Loet. 


Rmtio<vfAetail 
to Expected. 


106,251,707 00 


$1,497,426 00 


$1,459,310 00 


.976 



The mortality loss was divided among the different classes of 
policies as follows: 



Ratk>of 
fliw, EipoMre. Ezpeetod Lo«. Aetiial Lom. Aetual to 



Yeuly ranemd tofm fie.890.000 00 1302.100 00 t624,750 00 1.338 

Fhre. Ten and Fifteen Yeer Tcm. . 4,<KK).100 00 129.187 00 IM.OOO 00 1 .208 
Tiranty-year Term and Term **To 

AceSerenty" 17.781,830 00 230,35100 263.304 00 1.143 

life. Continued Payments 10.873.600 00 183.621 00 175.802 00 .957 

life. limited Payments 22.834»460 00 299.560 00 220.000 00 .734 

Endowmento and Bonds 6.104.700 00 72.046 00 60.000 00 .833 

Fhre-year Combined Term 16.722.600 00 181.484 00 64.115 00 .296 

Child^s Endowment 15.650 00 49 00 

Joint life 10.000 00 177 00 

Paid up Terms. life and Ekdow- 

msot 598,767 00 8.842 00 5.339 00 .604 

•96.251.707 00 fl .407.426 00 fl .459.310 00 ^ 



It is claimed that the comiMiratiyely large nunrtality rate of 
1904 was acddentaL 

The net pr<^t8 and their sources for the last ten years are 
shown by the gain and loss exhibits as follows: 



Surphis Lapses, Net 

Tear. Interest, Mortality. T^oadings. Annuities. Pkofit. 



1895 856,73100 $73.685 00 Loss. S87.549 00 823,150 00 866.017 00 

1896 44,457 00 32,139 00 Loss. 20,140 00 16,185 00 72.64100 

1897 84,800 00 123,792 00 Loss. 200,580 00 13,383 00 21.395 00 

1898 82,539 00 399.662 00 Loss. 135.919 00 62.623 00 408.905 00 

1899 80,928 00 329.755 00 Loss. 355.863 00 32.808 00 96.628 00 

1900 70.465 00 64.073 00 Loss. 103.209 00 100.769 00 132.096 00 

1901 104.668 00 55.260 00 Loss. 110.245 00 173.307 00 222.990 00 

1902 77.725 00 173.606 00 Loss, 20.556 00 87.966 00 318.743 00 

1903 101.375 00 193.989 00 Loss. 103.502 00 85.948 00 227.670 00 

1904 357.792 00 32.13100 Loss. 263.293 00 no.063 00 116.567 00 
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The present actuary, who has been with the society since 1901, 
istates that he cannot reconcile the mortality gains given for the 
years 1897, 1898 and 1899 with the mortality records of the soci- 
ety. In 1898 instead of a gain of {399,662, it is said that there 
was a loss, and as the net profit is said to be correctly stated it 
must have proceeded from other sources. 

The gains from advanced valuations of real estate, already 
noted, are included under the head of "Surplus Interest, etc." 
Against the gross gains of this character and gains from sales 
and increase of market value of securities were charged the 
losses on the Hadley loans and losses on securities. The extent 
to which the net gains from these sources entered into the total 
gains on " Surplus Interest, etc.," for the years 1897 to 1904, is 
as follows: 



Year. 



Total Gains 
from ''Surplus 
Interest, etc." 



Net Gains on 
Real Estate 
and Securi- 
ties. 



Remainder 
of Gains 
from Sur- 
plus 
Interest, etc. 



1897 

1898 

1899 

1900 

1901 

1902 

1903 

1904 

*Loss. 



$84,800 00 
82,599 00 
89,928 00 
70,465 00 

104,668-00 
77,725 00 

101,375 00 

357,792 00 



122,161 00 

5,637 00 

63,176 00 

53,002 00 

183,998 00 

199,892 00 

795 80 

229,108 00 



$62,639 00 
76,902 00 
26,752 00 
18,463 00 

*79,330 00 

*122,167 00 

21,595 00 

128,684 00 



Leaving out the years, the figures for which the Actuary dis- 
putes, it appears that if the net gains from sales and increased 
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Yalnes of real estate and securities be deducted, the remaining 
gains of the society for the past five years were as follows: 



Surplus Interest, / 

etc.. Excluding 

Profits on Sales Surrenders, 

Tear. and Increased Mortality. TioadingH, Lapses, Net 

Values of Real Annuities, Profits. 

Estate ^d etc 

Securities. 



1900 $18,463 00 $64,073 00 Loss. $103,209 00 $100,760 00 $80,096 00 

1901. loss 79,330 00 55,260 00 Loss, 110,245 00 173,307 00 38.992 00 

1902.1OSS 122,167 00 173.608-00 Loss, 20,556 00 87.966 00 118.85100 

1903 21,595 00 193,939 00 Loss, 103,592 00 35.948 00 147,890 00 

1904 128.684 00 32,181 00 Loss. 263,293 00 ♦10,063 *112,541 00 

Total net profits $273,288 00 

*L0fl8. 



Had it not been for the profits on sales and increases of values 
of real estate and securities, gains of a sort which cannot be 
counted upon with any reasonable certainty, the net profits of 
the last five years would have amounted to f273,288 only. 

The annual premium income has increased from f 2,140,248 in 
1894 to 13,659,298 in 1904. The assets in 1894 amounted to 
f 1,725,878, and at the end of 1904 were claimed to amount to 
17,926,198. But the expenses increased from |582,351 in 1894 
to 11,684,344 in 1904, and the dividends to policy holders de- 
creased from 1312,838 in 1894 to |173,879 in 1904. The insur- 
ance in force at the end of 1894 was f 84,025,038, and at the end 
of 1904 it amounted to |101,189,448, although over |300,000,000 
had been written in the meantime. In other words, we have the 
following showing for the years 1894 to 1904, inclusive : 

Increase in premiums |1,519,050 00 

Decrease in dividends to policy holders 138,959 00 

Increase in expenses 1,101,950 00 

Increase in assets as reported 6,200,320 00 

Increase in liabilities 6,213,500 00 

Decrease in surplus as reported 13,180 00 
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Total premiums received f32,366,!^l 00 

Total paid policy holders 17,334,429 00 

Insurance written in eleven years (including 

about 135,000,000 of transfers) 313,492,627 00 

Increase in insurance in force during same 

period 17,164,410 00 



The society states that during the last five years the new 
business written has amounted to |149,000,000, and that during 
that time the outstanding insurance has decreased about 
16,000,000, making 1155,000,000, accounted for as follows: 

Policies in general |28,000,000 00 

Death claims 6,500,000 00 

Surrendered policies 4,000,000 00 

Reduced policies 4,000,000 00 

Expired and lapsed 112,500,000 00 



It is said to be difficult to separate the term insurance policies 
which have expired from those which have lapsed in the ordinary 
sense, but it is estimated that the expired policies amounted to 
about 115,000,000 and the lapsed to 197,000,000. 

Considering the volume and results of the business, the Presi- 
dent has been paid a large salary. For some years, since the 
retirement of the Vice-President, it has been f 36,000 ; previously 
it was $25,000. And the salaries of minor officers in recent years 
have been increased. The salary of the Secretary was f 7,000 in 
1901 and has since been |8,500. The Comptroller's salary in 1901 
was $7,500, and since has been |10,000. The salary of the Super- 
intendent was 17,200 m 1901 and since has been |8,000. The 
Treasurer's salary was |5,000 in 1901 and was raised to $5,500 
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in 1902 and to |6,000 in 1904. President Scott had four sons 
and one nephew in the employ of the society. One of the sons, 
E. W. Scott, Jr. "was Superintendent of Agencies. His salary 
was 16,000 in 1901, |6,500 in 1902, f7,500 in 1903 and thereafter 
f8,500. Another son, E. A. Scott, as Medical Director, received 
f2,5001n 1901, |3,000 in 1902, f4,500 in 1903, {5,000 in 1904 and 
|5,500 in 1905. The other two sons are Metropolitan agents, with 
commissions of 65 per cent, graded and renewal commissions of 
7^ per cent, for fifteen years. The nephew has been Cashier 
since 1902 at a salary of |1,500. 

The campaign contributions of the society are stated to be as 
follows : Five hundred dollars to the Republican National Ck)m- 
mittee in 1900 and |50 and flOO respectively to the Republican 
State Committee in 1903 and 1904. The only payments said to 
have been made in connection with legislation are a total of 
{3,000 paid in 1902 and 1903 for appearances before the Commit- 
tees on Insurance in the Massachusetts Legislature. In addition, 
William H. Buckley, who in 1901 retired from the position of 
Third Deputy in the Insurance Department of this State, was 
subsequently paid about {500 a year for general services in 
keeping the society advised of the legislation in various States, 
including New York. Reference has already been made in con- 
nection with the New York Life to the retainer of Andrew Ham- 
ilton in connection with the litigation over the statute providing 
for a tax on premiums (Laws of 1901, chapter 118). From 1898 
to 1901 Mr. Hamilton was also paid about {500 a year for ser- 
vices before insurance departments of other States in connec- 
tion with the valuation of preliminary term policies. The Gen- 
eral Counsel of the society since January, 1900, has received 
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110,000 a year. According to the annual statement, the total 
legal expenses have been as follows: 

1900 126,007 22 

-1901 .i^ 36,568 47 

1902 37,844 61 

1903 25,087 72 

1904 38,332 00 



The large amount of non-persistent business written by the 
society has entailed a heavy expense. The commissions paid 
have been 50 per cent graded of the first year's premiums and 
renewal commissions of 5 per cent or TY2 per cent for fifteen 
years, and there is an additional expense allowance of 20 per 
cent, of the first year's premiums. In addition, agents have re- 
ceived large advances. Of these, |50,000 have been secured by 
surety company bonds, and hence have been allowed among the 
admitted assets. In order to reduce, for the purposes of the 
annual statement, the amount of the agents' balances not admit- 
ted by the Department as assets, it hais been the practice of the 
society to procure as large payments as possible from the agents 
in December, the amounts being readvanced early in the follow- 
ing year. Thus in 1903 the outstanding agents' balances in- 
creased from f237,630.77 in January, to |388,468.78 in Novem- 
ber, and in December fell to 1236,333.33, which was the sum 
included in the statement for the year. But in January, 1904, 
the advances amounted to 1301,158.36, and they steadily increased 
until November, 1904, when they reached 1466,135.27. In De- 
cember, 1904, they were reduced to 177,005.77, the amount re- 
ported. At this time it is said over |200,000 of. balances were 
charged to profit and loss. In January, 1905, the advances were 
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$d7,d24.13, and by September tliej had reached f224,395.79. In 
October and November, 1905, they were largely rednced. In 
November last the commissions on non-participating business 
were somewhat increased to make them more nearly approach 
the commissions on participating business. 

As from 35 to 40 per cent, of its business is written on the 
preliminary term basis, a large part of the first year's premiums 
is released for expenses from the diminution of the legal reserve. 
The Massachusetts Department, however, the case being outside 
of a statute deemed to be applicable to the Bankers' Company, 
refuses to admit that the first year is term insurance, and thus 
the valuation of the society's policies in Massachusetts at the 
end of 1904 is |606,000 more than in New York. The total ex- 
penses of new business in 1904 amounted to |699,624, or 116 
per cent, of the total margins -on the first year's premiums, in- 
cluding loadings and mortality gains. The total insurance ex- 
penses amounted to 122.47 per cent, of the total loadings on the 
premiums. 

"Hie stockholders have received dividends at the rate of 7 per 
cent, per annum, and no other amounts have been distributed to 
them under the provisions of €ie charter. 
, Of the outstanding insurance 78.2 per cent is on the deferred 
dividend plan, 14.6 per ceiit. on the annual dividend plan, and 
7.2 per cent, is non-participating. 

The method of computing annual dividends is too complicated 
to admit of brief statement. Dividends to policy holders, as al- 
ready stated, have considerably diminished. The segregation of 
policies issiied prior to' 1889, which show a higher rate of mor- 
tality, has resulted in the returns upon these policies being pro- 
portionately less. Few deferred dividend policies have yet 
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matitred.. The soeiety assunies no obligation to the holders of 
policies of this sort prior to their maturity. 

The great disappointment of holders of natural premium poli- 
cies whose premiums have been raised to the full cost of insurance 
at their attained ages, was brouj^t out in the examination, as 
was also the fact that the Superintendent of Insurance had not 
charged the company with the reserve equal to 25 per cent, of the 
premiums which the company had contracted to maintain. It 
appeared that the company had been examined but once by the 
New York Department in its entire history, to wit, in 1897. 

MUTUAL RESERVE LIFE INSURANCE COMPANY. 

This company was organized in 1881 under chapter 267 of the 
Laws of 1875 as an assessment company, under the name of 
Mutual Reserve Fund Life Association. In April, 190^ it was 
reincorporated so as to transact business as a purely mutual 
company, without capital stock, under Article II. of the Insur- 
ance Law^ and its name was changed to Mutual Reserve Life 
Insurance Company. 

Prior to 1901 the law did not permit the rdncorporation of an 
asseftemenr company as a level premium company unless it had 
a capital stock, but this was permitted through the amend- 
ment of section 5!2 of the Insurance Law by chapter 722 of the 
Laws of 1901^ which was obtained by the Mutual Reserve. Pro- 
vision was made for the valuation of outstanding contracts as 
one-year term insurance at attained ages, with certain exceptions 
stated. By chapter 574 of the Laws of 1905, the statute was again 
amended so as to shut the door to other assessment companies 
seeking similar reorganization. 
14 
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At the end of 1904 the company had about 60^000 policy holders, 
with outstanding insurance amounting to fllS^saSySOO. In the 
election of directors each member of the company is entitled to 
one vote in person or by proxy. Proxies cannot be voted on unless 
registered with the secretary at least ten days before the election 
and must run to members of the company. From about the time 
of its organization until his death in 1895, Edward B. Harper 
was the president, and, holding a large number of proxies, con- 
trolled the company. In his will he designated Frederick A. 
Burnham as his successor, and attempted to bequeath his proxies 
to him, but, of course, this was iuvalid. On Mr. Harper's death 
Mr. Burnham was elected president, and he has obtained proxies 
covering substantially all the votes that have been cast at the 
special and annual meetings of members. Notices of elections are 
published in three New York City papers and are mailed to the 
policy holders. At the last election 38 ballots were cast in person, 
and 20,786 by Mr. Burnham under his proxies. From otiier 
records it would seem that Mr. Burnham has held as many as 
33,000 proxies. 

In its report for 1904 its admitted assets amounted to {5,759,- 
917.29, and it had a surplus over liabilities of 1359,211.58. As the 
result of an examination in 1905 the surplus as of December 31, 
1904, is stated to be |38,492.16, the assets and liabilities being as 
follows: 

Assets: 

Present value of real estate, including leasehold 

premises , {683,571 78 

Bonds on mortgage loans 452J50 00 

Policy loans and liens, policy debits and special 

calls due and unpaid n 1,937,496 00 

Premium notes on policies in force 255,566 00 
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Market value of bonds and stocks |555,173 30 

Deposited in trust companies and banks 741,549 13 

Cash in office 515 25 

On deposit with collecting banks and bonded col- 
lectors 192,283 81 

Interest due or accrued 78,790 88 

Net uncollected and deferred premiums after de- 
ducting net premium credits, policy loans and 
liens, i)olicy debits and special calls due and 
unpaid in excess of reserve charged against 
respective policies 649,3©4 00 



Total : 15,447,060 15 



Liabilities: i 

Beserve 14,371,125 00 

Unpaid Claims: 
Approved claims (satisfactory 
proofs in possession of the 
company for ninety days or 

more) |95,832 40 

Approved and not yet due 105,942 41 

Unadjusted (proofs filed ninety 

days or more) 17,226 20 

Unadjusted (proofs filed less 

than ninety days) 368,865 64 

Eeported (no proofs filed) 150,512 34 

Resisted 26,831 78 

In suit 66,218 82 

831,429 59 

Premiums paid in advance 758 05 

Judgments against company 182,767 9<2 

Miscellaneous liabilities 2,145 33 

Dividends or other profits to policy holders 12,568 31 

Dividends apportioned payable to policy holders 

during 1905 7,773 79 

Unassigned funds (surplus) 38,492 16 



Total 15,447,060 15 

Digitized byVrrOOQlC 



212 [AsenifBLT 

The company has had small dealings in securities, its invest- 
ments of this class consisting chiefly of bonds of foreign govern- 
ments and in connection with its foreign deposits. 

By the examiners' report the company's valuation of the real 
estate is I'educed about f30,000. The largest item is the valne, 
apparently about |470,000, assigned to the company's leasehold 
interest in its oflBce building at Nos. 305-309 Broadway, New 
York, under a long-term lease. It seems that the company 
originally contributed in 1894 out of its reserve or emergency 
fund 1408,296.60 toward the constru^ction and equipment of the 
building, |44,226.44 being for furniture, shades and awnings, 
salaries of attendants and rent during construction. The in- 
vestment on a valuation of the leasehold was recognized as an 
admitted asset by the Department. It was suggested, however, 
that the company should adopt a sinking fund of |13,450 an- 
nually. For a few years this was done, but the fund reached 
only |56,948.Z6, of which f42,000 has been withdrawn and charged 
to the mortuary account. At the end of 1904 the property stood 
charged with a cost of f483,660.50. It appears that the leasehold 
interest has been allowed by the Superintendent of Insurance as 
an investment in real estate. 

The company originally began business on the ostensible 
theory that it would collect 25 per cent, more than the amount 
necessary to pay the death losses and place the excess in a re- 
serve fund. The moneys constituting this fund were originally 
deposited in a trust company and subsequently portions were 
used for making deposits with insurance departments. A de- 
posit of 1200,000 was made at Albany apparently for advertising 
purposes, as none was required under the law. Under tlic earlier 
policies a bond was issued tq the policy holder at the end of five 
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yelirs for his proportionate share of the reserve accumulations. 
These bonds were in the nature of an etidowment payable ten 
years from the date of issue, with interest at the rate of 4 per 
cent. In 1882 provision was made for the issue of so-called 
*T[>ond statements," setting forth the interest of the policy holder 
in the reserve fund as it existed at the end of five years, with the 
provision that it should be available for dues and assessments 
after the expiration of fifteen years, provided it had not been 
required for the payment of death claims in the interval. This 
continued until about 1887, and thereafter the provision was 
simply that at the expiration of fifte^i years any remainder of 
the reserve fund would be applied toward the payment of dues 
and assessments. The bonds issued under the policies of 1881 
have been redeemed in cash as they fell due. Bond st^^tements 
issued after 1882 have been redeemed by the application of a 
certain amount to the payment of assessments, but the company 
has ceased to issue such statements, as the contribution to the 
reserve fund under this class of policies has been consumed. In 
1898 it appeared that, separately considered, the policies of the 
fifteen-year class showed a deficit of |800,000, and it was claimed 
that the policy holders of that class had no equity in the ex- 
isting surplus funds of the company. This deficiency has in 
creased so that at the end of 1904 the deficit on the fifteen-year 
class of policies, separately considered, amounted to upwards of 
12,000,000. In practice the death losses have not been segregated, 
but have been paid out of the general funds. 

In 1890 the company began to issue a new form of policy known 
as the ten-year distribution deposit form, providing for a specified 
deposit on account of future dues and assessments. The ten- 
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year class, separatelj considered, shows a surplus as of De- 
cember 31, 1904, of about |1,000,000, 

In 1896 a new class of policies was adopted known as the five- 
year class, the policies being called ^^five-year combination option 
policies." They contained the provision that at the end of five 
years, if there had been any direct contribution to the accumula- 
tions of the company, the policy holder upon surrender could 
receive a, portion. This class, if separately considered, would 
show a deficit of about |100,000. 

The company has been involved in many difSculties by reason 
of the fact that it started with unscientific and insufficient rates. 
Its policies were ambiguous and misleading, and its ri^t to in- 
crease assessments was hidden in obscure phrases. The in- 
creasing cost of insurance as age advanced and the absolute* 
necessity of providing funds adequate to the ^isks was ignored, 
either through design or lack of information. The subsequent 
efforts of the company to readjust its rates have embodied it in 
controversies with disappointed policy holders, who had been led 
to believe not only that their rates would remain constant, but 
that they would have the advantage of large accumulations. 

A form of policy issued earlier in the history of the association 
prominently stated the age of the insured in the caption and {pro- 
vided as follows: 

^^And the said association do hereby promise and agree, 
in event of decease of said member, to make an assessment 
upon the entire membership at date of death for such a 
sum as has been established by the trustees, according to 
the age of each member as per table endorsed hereon.'^ 
(Italics ours.) 
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Then followed the provision for a retserve fnnd. Endorsed on 
the policy was a table of rates, givin{[ the admission fees, the 
dues and an assessment rate table, as follows: 

^^Asses9ment Bate Table. 
Upon the death of a member each survivor shall pay for 
each |1,000 benefit, provided an assessment is re<(uired. 
Those entering at the 

-Age of Rate. 

16 to 25 |1 00 

26 1 02 

27 1 04 

28 1 06 

29 1 08 

80 1 10 " 

and so on to age 65. In the earlier years the assessments were 
irregularly made. In 1881 there was one assessment at one 
rate; in 1882 there were four assessments covering four rates, 
that is four times one rate; in 1883 and 1884 there were six 
assessments covering six rates; in 1885 there were six assessments 
covering seven and one-half rates; in 1886 there were six assess- 
ments covering eight rates; in 1887 there were six assessments 
covering eight and three^iuarters rates; in 1888 there were six 
assessments covering nine rates. In 1889 there was a commu- 
tation or adjustment of all the tables tiiat had formerly existed 
tq a bi-monthly rate, which followed the general ratios of the 
tables, but substituted amounts to be levied each sixty days for 
a rate to be levied on each death, or at irregular intervals. But 
in all cases the levies were made at the specified rates, '^ accord- 
ing to the age of each member," as the age stood at date of 
entry. This was undoubtedly the understanding of the policy 



Digitized byVrrOOQlC 



216 [ASSBMBLY 

holders when thej took their policies^ and this practice continued 
until 1895. The rates at age of entry, however, despite the loading 
to provide the " reserve fund,'' were insufficient to carry the insur- 
ance. The association did not dare to take the drastic course 
of increasing the rates to those at attained age, but in 1894 
comprqpiised by adding to the age at entry one-half of the num- 
ber of years that the insured had been in the company. This 
proved inadequate, and in 1898 the rates were raised to those 
at attained age. The result was that one insured in 1882 at age 
25, supposing that his assessments were to be at the rate of fl 
a thousand, paid that rate until 1895, when he was assessed 
at the rate of age 31, or about |1.12 a thousand, ^and this was 
continued until 1898, when he was assessed at the rate of age 
41, or about |1.48 a thousand. 

Another form of policy, adopted about 1886, stated the age 
of entry in the heading and recited in the consideration clause 
*^ the further payment of all mortuary assessnients." One of the 
conditions was as follows: 

" If at such date as the Board of Directors of the associa- 
tion may from time to time fix or determine for making an 
assessment the death fund is insufficient to meet existing 
claims by death, an assessment shall then be made upon 
every member whose certificate is in force at the date of the 
last death assessed for and said assessment shall be made 
at such rates, according to the age of each member as may 
be established by the said Board of Directors, and the net 
amount received from such assessment (less 25 per cent, 
to be set apart for the reserve fund) as provided in the 
Constitution and By-laws of said association shall go into 
the death fund." 
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Another condition in fine print was: 

" After the expiration of each period of five years, during 
the continuance of this certificate of membership, a bond 
shall be issued for an equitable proportion of the reserve 
fund, and the principal of such bond shall be available ten 
years from this date towards paying future dues and assess- 
ments under this certificate, and should membership here- 
under cease from any cause said bond shall at once become 
null and void and any portion of such principal not thus 
used shall be applied to increase the bonds issued at the 
next quinquennial apportionment to other members of the 
association holding certificates issued during the same year 
as this certificate, and at each apportionment the rate of 
assessments may be changed to correspond with the actual 
mortality experience of the association." 

An "Assessment Bate Table " was endorsed on the policy, stat- 
ing " The basis of the assessment rate for each member, accord- 
ing to the age taken at the nearest birthday, on each thousjind 
dollars is as follows :" with a schedule. The rates levied were 
those as of the age of entry until 1895 and at that time and 
in 1898 similar increases were made as in the case above 
mentioned. 

. A policy issued in England about 1890 contained the follow- 
ing endorsement: 

^^ Bates of Mortuary Calls. 
"At the times within provided, to wit: On the first week 
day of the months February, April, June, August, October 
and December of each year, or within thirty days there- 
after respectively, the member shall pay his proportion of 
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the maximum rates stated below, according to age and 
amount of insurance and as may be requisite as within pro- 
vided to pay death claims and to provide for the reserve^ 
or emergency fund. Should the mortality of the association 
in any year require an amount in excess of said maximum 
rates applicable to the death fund, such excess shall be 
paid from the reserve or emergency fund as within pro- 
vided." 

(Table follows.) 
• 

^^ The maximum rate above stated is based upon the mor- 
tality tables and is for current ages. Members desiring to 
make paymentisi annually in advance can do so at above 
rates and the amount not required during the year will be 
applied to reduce the next annual payment." 
When the rates were increased a policy holder brought suit 
to rescind the contract on the ground of misrepresentation, and 
in 1904 decision was handed down by the House of Lords sustain- 
ing his contention. The report of the opinion of the Lord Chan- 
cellor in the Times Law Reports of July 29,^1904, states: 

^^The first was the nature of the document tendered to 
Mr. Foster which the Court of Appeals had described as 
* tricky.' His Lordship concurred in that description. After 
three days' elaborate exposition their Lordships had at 
last arrived at what the real meaning was. There had been 
great ingenuity in concealing the real eflfect of the contract 
It was not necessary to go through the whole of the evidence. 
But when one observed the mode in which at one particular 
period of life the list of ages stopped, and when one notices 
that the language which was used was undoubtedly of an 
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ambignouB character — he doubted very much if tibat am- 
biguity was not intentional — ^the result of his Lordship's 
mind was that beyond all doubt this was a document iiiiich 
anyone, even a skilled person, would be unable to under- 
stand without very grave and elaborate explanation. It was 
clear to his mind that Mr. Foster did not understand it 
and that he thou^t upon the true construction of the 
policy, such as it was, he was entitled to keep up his policy 
on the original rates without subsequent increase." 
The English form of policy was discontinued about 1892, but 
the rates were increased in the above manner upon those which 
had been issued. It seems that there has been considerable 
litigation in this country in which the ri^t of the company 
to increase assessments on these policies has been sustained. 

In the policies known as the ten-year class, the form was 
changed by the insertion of the word ''ffte»'' before "age" so 
that the clause as to rates provided that they should not " exceed 
the maximum rate as per table endorsed hereon according to the 
then age t>f each member." And the sentence was added " rates 
for ages not included in said table shall be based upon the Amer- 
ican experience table of mortality." This class of policies paid 
its own death losses and provided a reserve fund, which, how- 
ever, was being depleted, to make good the deficiency in the 
earlier policies. In recognition of the equities of these policy 
holders their rates have not been increased until the expiration 
of the ten years from date of issue, when they become entitled 
to share in the accumulations. Then the assessments have been 
increased to rates at attained age, their shares being allowed 
as credits. 
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Thes^ inereased rates ware only palliative, for there had been 
a long period daring which, it is said, tiie rates were below the 
cost of the insurance. So that in addition to the increased rates, 
the company, in 1901, reduced .the amount of insurance by 
placing liens upou policies of the flfteen-year and ten-year classes 
issued prior to October, 1892^ The line was drawn at this date 
because the statute was then enacted that the amount of benefits 
to be paid under pQlicies should be an absolute sum for which 
the company and its assets should be bound in the event of loss. 
This was done in an effort to adjust the amounts paid on these 
policies to ordinary life rates, so that the policy holders, through 
these liens and their increasing assessments, should pay in the 
end, with interest, the same amount for the insurance as though 
they had been insured originally on an ordinary life level 
premium basis. It was accomplished by the insertion in the 
by-Jaws of extraordinarily involved and obscurely worded pro- 
visions as follows: 

" Sec. 2. If the net value of the funds of the association, 
after providing for outstanding claims and other accrued 
liabilities, or of the accumulated funds of any class here- 
under, is at any time less than the reserve required by this 
Constitution or By-Laws and its policy contracts of which 
the same form part, or by law, each certificate or policy (or 
each certificate or policy of said class, as the case may be) 
shall be chargeable with an amount limited to its equitable 
share of such deficiency in the general funds of the associa- 
tion, or in any class wherein such deficiency may arise, as 
determined by the actuary of the association, as an interest 
bearing loan upon such reserve, as provided in section 5 of 
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this Article^ constituting a lien against the insurance under 
each such certificate or policy, and any dividends or surplus 
accruing thereon, which lien may, at the election of the mem- 
ber or policy holder, be paid in cash and canceled.'' 

'^ Sec. 3. In order that all policy or certificate holders, or 
classes of policy or certificate holders, may share equitably 
and in accordance with mutual principles in the distribution 
and payment of the cost of the insurance granted them,"and 
in the establishment and maintenance of the reserve now or 
hereafter to be provided for the protection of their insurance, 
any and all classes of policy or certificate holders (insured 
unde* plans upon which a reserve equal to or exceeding a 
whole life reserve is not now maintained), whose net contribu- 
tions to the Death Fund of the association for the purpose 
of paying death claims (being the payment made, less that 
portion thereof provided or used for expenses) the actuary 
of the association shall determine to have been less than the 
tabular mortality by the actuanes' table of mortality, or any 
greater rate of mortality actually experienced by the associa- 
tion in said class or classes, shall be, and from the adoption 
hereof become,- and be treated as, whole life continuous pre- 
mium policies as of age and rate for the date of original 
entry; and each and every policy, matured or unmatured, 
bel<mging to any class as above described, is hereby charged 
with a lien against the insurance .thereunder, or any divi- 
dends or values prising therefrom, equal to the full standard 
reserve to date under such an above described whole life con- 
tract, determined by said actuaries' table with interest at 
4 per cent, per annum, the same to bear interest at the annual 
rate currently charged upon loans to policy holders upon the 
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securitj of their inflnrance; and there shall be added to the 
said lien charge annnally the snm by which the annual cash 
payments of the policy or eertiflcate holder^ called in accord- 
ance with the method heretofoie governing said policies or as 
may hereafter be determined by the Board of Directors, may 
be less than the amount of the regular premium for the entry 
age by the association's table of rates for whole life coatinu- 
ous premium policies based on said reserve standard, plus 
said interest ; or deducted from said lien charge annually the 
sum by which the payments made by said policy holder as 
above provided may exceed said whole life rate for entry age, 
plus said interest. Any and all policies affected hereby shall 
henceforth be regarded as contracts of whole life insurance^ 
and the insured thereunder shall, subject to the deduction of 
any lien or charge against the same, and only in the event of 
written demand prior to lapse, be entitled to the regular sur> 
render values as computed by said association for said poli- 
cies upon the reserve standard above named, and said policies 
shall, in lieu of any or every method of participation in sur- 
plus now therein provided, be credited with their equitable 
proportion of the surplus of the association (in excess of the 
reserve required by law or by contract) as h^-eafter deter- 
mined by the actuary of the association annually, the same 
to be applied to the reduction of any lien charge against the 
policy, or otherwise as the Board of Directors may determine. 
And the Board of Directors is authorized and empowered to 
hereafter similarly treat, in the manner and subject to the 
requirements and limitations above, or otherwise in its dis- 
cretion, any class or classes of policy or certificate holders, 
or any part or porti(m of such class or classes (insured under 
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plans upon which a reserve eqnal to or exceeding a whole 
life reserve is not maintained) whose payments to said asso- 
ciation, other than that portion thereof provided for or used 
for expenses, shall fall below either the tabular mortality by 
said actuaries' table, or any greater rate of mortality actually 
experienced by said association in said class or classes, or 
portion thereof.'' 

The amendment was approved at a meeting at which Mr. Burn- 
ham, throu^ his proxy, cast the votes of the policy holders, and it 
is also claimed that the policies had been issued subject to the by- 
laws and to such changes as might be made in them from time to 
time, which it is said become part of the contract. The method 
adopted was to levy a special assessment, •and this not being paid 
the policy was charged with the amount, which would bear in- 
terest at 5 per cent., a^d in addition the insured was obliged to 
pay his assessments on the full amount of the policy at the in- 
creasing rates corresponding to his attained age. The continu- 
ance of the payment of the regular assessments was assumed to 
be a consent to the charge against the policy of the special assess- 
ment. An account was kept as follows: On the one side was 
placed the charge, with interest, and' the premium at ordinary 
life level premium rates at age of entry. On the other aide was 
set the actual payments made and the balance at the end of each 
year was the then lien upon the policy. 

The following is a typical case: 

Under a policy for |5,000, issued in 188&, at age 40, in addition 
to the increase of the rates of assessment, a lien was placed upon 
the i>olicy in 1901 of fl,278.50. The account made up in the 
manner above stated shows a net charge at the end of 1901 of 
11^396.73; at the end of 1904 it was 11,417.71, and it was calcu- 
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lated that at the end of 1905 it would be 11^616.99. It continues 
to increase until at the end of 1910 it will amount to 11,679.84, 
from which time it is reduced. The reduction is effected through 
the largely increased assessments paid at the latter ages. Thus 
in 1915, when the insured will be 69 years old, the net charge will 
be 11,190.13. He would then be paying assessments amounting 
to f83.45 a thousand as against f 13.20 a thousand when he origi- 
nally entered, and the lien would be discharged. He would then 
have a policy for the full f 5,000, and he would have paid the com- 
pany about 17,000. He would not receive anything additional 
because the calls would only represent the cost of the insurance. 
If he. lived longer his premium rates after the discharge of the 
lien would be fixed* at the ordinary life level premium rate at age 
of entry, that is to say, at an annual premium of |177. There are 
about 3,000 policies subject to these liens. 

The "five-year combination option policy^" which the associa- 
tion began to issue in 1896, on its face or first page recited as 
follows : 

" In consideration of the application for this policy, which 
is hereby made a part of this contract, and of a first payment 

of dollars to be actually made in cash and on or 

before the delivery hereof, hereby receives of 

County of , State of , 

as a member of said association ; and upon the condition of 

the payment in advance of dollars and. 

cents for premiums on the day of the months of 

April, June, August, October, December and February in 
every year during the continuance of this policy, there shall 

be payable to. of , County of , 

State of , if living at the time of the death of 
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said member, otherwise to the executors or administrators 

of said member, the sum of . . . : dollars at the home 

office of the asisociation in the City of New York within 
ninety days after the acceptance of evidence satisfactory to 
the association of the death of said member, subject to the 
benefits and provisions stated on the second page of this 
policy which are hereby made a part hereof.^ 

Despite the inference from this, the more prominent part of 
the policy, that the premium was to remain level, there is found 
ajpong the numerous '' benefits and provisions'' on the second 
page the following: 

** On the dates named on the first page hereof in each year 
during the continuance of this policy there shall be due to 
the association for premiums the amount mentioned on said 
first page, or such mtUtiple or ratio thereof as its executive 
conunittee may determine." (Italics ours.) 

Another form of policy, issued in 1897, recites the payment of 
a specified- sum annually ^s the consideration, but among the 
conditions on the second page it is provided as follows : 

" The amount mentioned on page one hereof shall upon the 
dates there stated be due the association for premiums in 
each year during the continuance of this policy (save as the 
same shall be modified by the application of surplus), to- 
gether with any further amounts determined by the executive 
committee as necessary to the payment of all policies at their 
maximum face value apportioned at a rate not exceeding that 
for attained age as fixed by the American experience table of 
miortality.'' 
15 
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It may be said tbat the company imder the aaseMuiieiit law was 
not ^ititled to issae level premima pdicies and waa bound to 
insert a clauae proyiding for additional aaBesBments. Bnt it ie 
apparent that the association endearored to approximate the 
level premium basis and that its forms of policies conveyed the 
impression that the premiums were c<mstant. To secure business 
the company in 1897 placed in the hands of its agents '^ demon- 
strations '' with imposing calculaticms to support strongly 
worded estimates that the new rates would prove suiBcient with- 
out extra assessments. l%ere were also policies issued from 1897 
or 1898 providing for full level premium rates^ with a contract for 
reserve measured as a level premium reserve would have been 
measured^ but containing clauses authorising additiimal assess- 
ments. This practice continued until the rdncorporation in 
1902. But neither in the case of these policies nor in those of the 
earlier forms was the company compelled to treat its contract 
reserves as liabilities. In November, 1905, the c<mipany levied a 
special assessment upon the policies issued from Januaiy 1, 
1896, to the date of the reincorporation upon the ground that fhe 
death losses properly chargeable to those policies had exceeded 
the amounts contributed for that purpose in their stated 
premiums. 

In 1896 the company took over the business of a Canadian 
company, the Provincial Provident, of St. Thomas, and in 1900 
that of the Northwestern Life Insurance Society of Chicago, both 
assessment companies. In the former case the company received 
assets upon which it realized about 175,000 and paid a conmiis- 
sion of about |1 5,000. One of the motives of the transfer was to 
give to the company whatever advantage might accrue from the 
swelling of tiie volume of its business, and anoth^ was to pre- 
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vent rnjurious consequences which might result from tiie con- 
tinuance of the Provincial Provident. Upon the policies so ac- 
quired there were accumulations slightly in excess of the ree^erve 
under their valuation as one-year term insurance. It would seem 
that under a law passed last year in Canada they were reduced 
to the amount their premiums would purchase on the basis of 
level premium insurance. 

The business of the Northwestern Society was obtained under 
a contract for commissions made in May, 1900, with one Merriam, 
upon which 165,000 was paid in tiie course of the next year. It 
seems that the validity of the transfer was attacked by the re- 
ceiver of the Northwestern Society and a compromise waB effected 
in July, 1901, by which the balance of the commissions were com- 
puted and paid to an assignee of Merriam in order to arrange for 
a purchase of the remaining assets in the hands of the receiver 
upon an agreed basis. By virtue of this arrangement an addi- 
tional amount of about 1211,000 was paid, making the entire com- 
missions paid under the contract about 1276,000. The company 
received upon the transfer assets amounting to about 1290,000. 
There was, however, a supplemental contract with Merriam, made 
shortly before the Northwestern business was acquired, for the 
payment of additional commissions. This contract was soon 
assigned to George Storm, of New Yoric City, apparently a friend 
of President Bumham's, and between April, 1892, and Mr. 
Storm's death in January, 1904, there was paid to Mr. Storm the 
total sum of 1109,000. The final payment of 115,000, which ap- 
pears in tiie statement of the company for 1904, as '^ commuting 
renewal commissions," is said to have been made in consider- 
ation of the cancellation of the contract. The contract was 
assigned to William Porter, the comptroller of the company, 
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who shortly after executed a release. Although the transfer of 
the Northwestern business and the commissions paid thereaftw 
were the subject of special comment in the report of the dejMurt- 
mental examination in 1905, the commissions are there said to 
.amount to f27Y/»Gr).G7, and no mention is made of the addi- 
tional 1109,000. It is said that these were not discovered, as they 
wore not set forth in the account pertaining to the Northwestern 
transaction. The Vice-President, however, testifies that both con- 
tracts were spread in full upon the minutes, and is positive that 
they were gone over by the examiner of the Department at the 
time of the reincorporation. The chief advantage obtained by the 
company in return for this large outlay, was the securing of an 
additional expense fund, for while for the purpose of meeting 
mortuary claims the transferred business was treated separately, 
in accordance with its necessities, the expense loading included in 
the assessments was available for the general expenses of the 
company. Probably in this way at least |10O,0OO was obtained 
the first year in excess of the proper share of these policies in the 
general expenses of the company. 

Treating the Northwestern policies separately, as virtually in 
liquidation, assessments have been levied to meet the death losses 
arising in that class, involving an increasing burden upon the 
policy holders as the mortality rate increases. Results have been 
adjusted to the actual mortality rate, and this has operated as a 
reduction of the face of the policies. 

Since the reincorporation the new business of the company haa 
been written on a level premium legal reserve basis. 

In the report of the departmental examination of 1905 consid^- 
able attention was given to the treatment of death claims by the 
company. It was found that death claims incurred between Jann- 
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ary 1, 1902, and December 31, 1904, on policies amounting to |1,- 
923,000, or |1,629,345, after deducting all indebtedness of the 
assured to the company at date of death, had been compromised 
for 1906,656.74 ; that is to say the company had paid |722,688.69 
less on these claims than the apparent net liability. The report 
states the nature of the deductions a« follows: 

" Upon the ground of alleged misstatement in applications 
for reinstatement, 244 claims, reduced to a net liability of 
1538,934.81, were compromised for $300,728.86. On account 
of alleged misstaten^ent in applications for insurance 182 
claims, reduced to a net liability of |312,973.58, were com- 
promised for 1177,078.67. For alleged intemperance of in- 
sured, 98 claims, representing a net liability of |257,324.16 
were disposed of for |170,286.84. Through alleged misrep- 
resejitation in age of insured, a net liability of |106,500.33 
was compromised at f 64, 198.89 in the case of 91 claims. 
Lapsed policies to the number of 43, which, if in force would 
have amounted to a net liability of |161,675.96, were settled 
for 153,090. Through misstatement in application and in 
reinstatement application, 36 claims, reduced to a net liabil- 
ity of 199,1)15.67, were compromised for |59,406.61. For 
alleged Intemperance and misstatement in application or 
reinstatement application, 30 claims on which the net liabil- 
ity was $67,014.14, were settled for |34,916.79. The cases of 
alleged suicide were 17, with net insurance of |30,546.21. 
They were settled for |17,406.08. The balance of 35 claims 
going to make up the total of 776 compromised claims rep- 
resented by the exhibit, were compromised upon the strength 
•of the various other allegations recited in detail in the ex- 
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hibit, which shows that these 35 claims, representing net 
insurance to the amount of |56,360.57, were disposed of for 
129,544." 
The examiner also sharply criticised the delay of the company 
in paying claims arising on assessment policies issued prior to 
its reincorjyoration, stating that it had " adopted a settled policy 
of delay " in withholding the necessary approval. The company 
claims that the criticism was unjust, and that the average time 
taken for approval for the twelve months preceding the last 
examination by the Department was substantially the same as 
that taken during a similar period preceding earlier examina- 
tions, as a result of which no fault was found with the practice 
of the company in this matter. The fact appears that claims of 
this sort which have been paid, have usually not been approved 
until 62 or 63 days, on the average, have elapsed after proofs have 
been submitted. It is sufficiently clear that the company sub- 
jects these claims to close scrutiny, making a careful examina- 
tion in order to develop any facts available as a defense which. 
In its judgment, relate to the actual condition of the risk. This 
it claims it is its duty to do in view of the situation of the 
company with respect to these policies. It also appears that 
approvals are sometimes delayed in order to facilitate the ar- 
rangements of the company with reference to the time of its 
assessments. The company has 90 days " after receipt of satis- 
factory evidence " within which to pay such claims, and the time 
intervening between the submission of proofs and payment of 
uncontested claims is usually fix>m four to five months. 

Despite its difficulties and the urgent necessity for the closest 
economy in administration, the management of the company has 
been characterized by irregularities and extravagance. 
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At the outset, in September, 1881, a contract was made with 
President Harper giving him as compensation for his services 
*' the sum of twenty cents ^ich year of the annual dues received 
by the association on each one thousand dollars of risk for 
which a certificate shall be issued " after the date of the contract. 
This wajs to continue so long as the dues should be paid to the 
association, and provision was made for an additional com- 
pensation of |20O a month to be paid while he was in active serv- 
ice and after the obligations of th^ society had been met. The 
annual payments to Mr. Harper, beginning with |1,150 in 1881, 
gradually increased, amounting to fl0,450 in 1884, |13,000 in 
1885, 122,000 in 1887, f25,200 in 1889, |30,800 in 1892, |48,100 
in 1893 and 133,500 in 1894. By his will he bequeathed the 
moneys which might come due under his agreement, one-third to 
the association (subject to the condition that Mr. Bumham cihouN 
be elected President), one-third to his widow and one-third to Ms 
brothers and sister. It seems that the interests of Mr. Harper's 
brothers and sister were purchased by the society in 1898, and 
that the total amount paid to them under the bequest between 
1895 and 1898 amounted to about |35,000. The payments to Mr. 
Harper's widow have continued, the total amount paid to her to 
date being about tl34,00O. 

In February, 1896, the Directors resolved that the one-third 
bequeathed to the association should constitute a •* contingent 
fund," to be placed under the control of the President for the 
purpose of meeting such expenses as the President should deem 
it proper to incur in the advancement of the interests of the 
company and outside of its ordinary routine. In August, 1898, 
the expenditures under that resolution were passed upon by the 
Directors, and thereupon the resolution was rescinded and |200 
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a week was given to the President as a contingent fund, and this 
was continued until 1899. His total receipts on account of the 
contingent fund amounted to |34,700, while one-third of the com- 
missions amounted to 1^2,053. From October, 1899, |200 a we^ 
was added to his salary. 

Frederick A. Bumham was originally employed by the com- 
pany in 1891 as counsel. In 1892 and 1893 he received a salary 
in that capacity of f 12,000, which was raised in 1894 to |12,900. 
In 1895 he received as counsel to July 2 and President there- 
after a total of f20,438. His salary as President in subsequent 
years, including allowances from the contingent fund until 1899, 
has been as follows: 

1896 -128,000 00 

1897 39,000 00 

1898 33,900 00 

1899 35,500 00 

1900 37,700 00 

1901 to date, annually ^ 39,000 00 

" George D. Eldridge, now Vice-President, became General 
Auditor of the company in 1894. As Third Vice-President he 
received in 1895 a salary of |9,400. As Third Vice-President 
and Actuary he was paid in 1896 |13,850, in 1897 |17,240 and in 
1898 (being Vice-President and Actuary the last four months 
of the year) he received |16,490. Since 1899 he has been Vice- 
President and Actuary, with compensation as follows : 

1899 117,900 00 

1900 22,100 00 

1901 to 1903, annually c „ 26,000 00 

1904 31,000 00 
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George Bumham, Jr., the brother* of the President, became 
counsel in 1895. His annual salary from 1896 to 1898 was |9,000. 
In 1899 he became counsel and Second Vice-President with a 
salary of tl4,400 in 1899 and tl4,70O in 1900 and as counsel 
received |11,400 in i901. In 1902, while Mr. Mabie, formerly 
President of the Northivestem, served as Second Vice-President 
of the Mutual Reserve at a salary of f 15,000, Mr. Burnham as 
counsel and Third Vice-President received |14,850. Since 1903, 
as counsel and Second Vice-President, he has had an annual 
salary of |17,000. 

George W. Harper, treasurer, was employed in the Claims 
Department from 1894 to 1898, at varying salaries, and since 
1899, has been treasurer, receiving annually |6,50O. The salaries 
to the principal officers are sought to be justified by reference 
to the increased work required on account of the company's 
difficulties. 

Directors' meetings are held weekly and for many years those 
who are not salaried officers of the company have received a fee 
of f 20 for each meeting, which has also been paid in case o| 
absence on reasonable excuse. In March, 1898, one of the 
directors, Horace H. Brockway, a hotel proprietor, was given a 
salary of |300 a week, which, in the next June, was reduced 
to 1200 a week, on the pretext that he was to attend to such mat- 
ters as might be assigned to him. In fact, he had Kttle to do 
beyond what would have been required of him as a director, and 
his employment was obviously for another reason, which soon 
appeared. Saying that Brockway had "a good salary" and 
that he wanted "to use some money," President Burnham got 
from Brockway, who owed him nothing, f6,000. He gave no 
note or other obligation for it and did not himself repay it It 
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was treated as a gift and not a debt Brockway was continued 
on the pay-roll until he had received in all f 6,500. There can 
be no doubt that this "salary" was intended to repay Brock- 
way, together with interest or bonus, out of the funds of the 
association the moneys given Bumham. It does not appear that 
any of the other officers knew that Mr. Bumham had received 
the 16,000. Mr. Eldridge, who was on the Executive Committee, 
testifies that he did not know it until the summer of 1904, and 
that when the matter came up in 1899 in the form of a charge 
that Burnham had borrowed from Brockway, the former denied 
it. Mr. Eldridge states that in 1904 Mr. Bumham explained 
to him in conversation that the money had been used through 
Hilary Bell, then connected with the "Advertising and Pub- 
licity " Department of the company, in order " to obtain articles 
and writers to help shape public opinion" in connection with 
the matter of " reapportionment," about the time of the increase 
in the rates of assessment. Mr. Eldridge recalls that Mr. Bell 
desired {5,000 or f 6,000 to be placed at his disposal for publicity 
purposes, not through bills rendered to the association, but in 
a personal way upon the ground that better service could be 
obtained. Accordingly Mr. Eldridge gave his assent to Mr. 
Bumham to the use of that amount " from the dues or expenses." 
He subs^uently learned that Mr. Bell had received the moneys, 
but did not know how they had been received and "supposed, 
of course, that they were charged to the advertising account" 
They appear not to have been so charged. But there is no 
sufficient reason why moneys used for such a purpose should have 
been obtained in this devious manner and the explanation does 
not relieve the transaction of its grossly improper character. 
Mr. Bell is dead, and on account of Mr. Bumham's illness, it 
was impossible for the committee to obtain his testimony. 
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J. Thomson Paterson had been connected with the company 
until about 1897. After he left its employ he made charges 
against the management which led to proceedings for criminal 
libel. Mr. Paterson brought suit for false arrest. As one of 
the cases was approaching trial a general settlement was had, 
as a result of which Mr. Paterson was paid |5,000. In 1898 
J. S. Hoffecker, who has been auditor, left the company, and 
soon after a movement of policy holders, apparently stimulated 
by his associates, was directed against the management. Legal 
proceedings were threatened for the purpose of removing the 
officers on the ground of mal-administration, and also of placing 
the company in the hands of a receiver. The matter was settled 
and the threatened attack was disposed of by the payment on 
the part of the company of f 15,000. The company's reason for 
the settlement is that the litigation would be expensive and pro- 
tracted, and however it might result would be detrimental to 
the interests of the policy holders. 

In 1899 J. D. Wells, formerly vice-president of the company, 
filed with the Insurance Department serious charges against the 
management. The charges were largely directed against Presi- 
dent Burnham and involved allegations of extravagance, irregu- 
lar accounts and misapplication of funds. Among other things 
it was distinctly charged that Director Brockway had been paid 
|300 per week in order to repay moneys which it was alleged 
had been borrowed by Burnham for his personal use. Many 
of the alleged improprieties had relation to the transactions 
with one Moton D. Moss, who, in 1896, was manager of the 
Metropolitan District, and for some time subsequently in gen- 
eral charge of agencies in the United States. The liberality of 
his contracts for new business furnishes a striking contrast t^ 
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the poverty of the mortuary resources of the company, which 
compelled an increase in the rates of assessment. Under his 
contract in 1897 Moss received a commission on the "five-year 
combination option" policies then pushed by the company of 
85 per cent, of the first year's premiums and renewal commis- 
sions of f 1.50 a thousand. The commission on the first year's 
premiums was 20 per cent, in excess of that paid his sub-agents. 
In addition he had a salary of |200 a week, he was provided 
with office accommodations and clerical assistance at an expense 
not to exceed |200 a week, and allowed rent for branch offices 
not to -exceed f20,000 a year. He was further allowed for 
advances to agents an advance of f 3,500 a week. This advance, 
together with special advances, made the total amount advanced 
to him in 1897 f236,500, in addition to which his commissions 
for the year were f450,000, or a total of f 686,500. Of this, his 
own overriding commission of 20 per cent., amounted to upwards 
of 193,000, and in addition he had about f 4,000 for commissions 
on personal business. These commissions were allowed to him 
despite the fact that he was indebted to the association for a 
debit balance of f 150,000, on account of advances to sub-agents. 
It has been stated that the disappointment in the expected 
results under the "five-year combination option" policies was 
due largely to the increased rate of mortality, resulting from 
the transfers to this class of old risks, but by a special order 
of April, 1897, Moss was allowed full commissions upon all 
such transfers where the policies had been five years in force 
and a reduced amount in other cases. In January, 1898, Moss 
wafl released from his indebtedness and his contract was modi- 
fied. His overriding commission was reduced to 10 per cent, 
half of which was to be retained as security for future advances. 
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The commissions to be paid to agents were also reduced, but 
they were still left at a rate of 65 per cent, on first year's 
premiums on the prevailing '* five-year combination option" 
ixdicies. 

The charges filed with the d^>artment invited an examination 
of these and other matters. The company had been examine." 
■by the department in 1895 and' in 1898 and after these charges 
another examination was made in 18^. The report of the 
examiner called attention to the special efforts made to increase 
the business of the company and dealt with the large advances 
made to agents and the liberal commissions paid. It was shown 
that from the commencement of business in 1881 to January, 
1897, the total agents' balances amounted to {529,459.93. For 
the eighteen months from January, 1897, to July, 1898, they 
amounted to f 244,954.07. Of a to^Bl of these items there had been 
marked off to the end of 1897 {419,235.24, or over 50 per cent. It 
was further stated that the c<»&mission cost of the business writ- 
ten on the ^^flve year combination option plan" from its institution 
in 1896, to May 16, 1899, showed first year net receipts, after de- 
ducting commissions and advances, of only f338,036i)l out of 
total first year receipts of f 1,715,870.19. The report also referred 
to the falling off in business and criticised the action of the com- 
pany in receiving since the last examination in 1898 its ^'bond 
statements " to the extent of about $100,000 in payment of assess- 
ments. The examiner concluded with a statement showing that 
the company had a balance of funds of $975,507.22 as against 
(1,531,981.34 on Dec^nb^ 31, 1897, or a decrease since that time 
of 1556,474.12. 

The superintendent in his subsequent report after a hearing 
upon the results of the examination, speaking with reference to 
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the use of ** bond statements/' thus snmmarixed his opinion as to 
the policy of the company : 

''The persistent members holding these statemaits had 
just had their premium or assessment rates raised to attained 
age. To placate them and appease their dissatisfaction inci- 
dent to this increase in rates the associati<m abandoned the 
ground it had previously maintained so strongly in protest- 
ing that these bond statements were not a liability, thus evi- 
dencing on the part of the management an intention to de- 
ceive the policy holders as to its true financial ccmdition, con- 
tinuing the deception which has existed ever since the first 
bond statement was issued by the association and disregard- 
ing criticisms heretofore made by this department as to their 
issue. That dissatisfaction among its members exists is 
manifest from the increased litigation occurring contempo- 
raneously with the increase of rates. I make mention of this 
as it seems to establish the fact that a wide-spread impression 
obtained among the members of the association that their 
rates would not be raised. The causes responsible for this 
impression were numerous. One contributing cause has been 
a failure on the part of the association to state conspicuously 
in its policies that the right was resarved^ to increase rates at 
any time when necessary. The policies more recently issued 
by the association and described as ^five year combination 
option policy/ ^ten payment option policy/ etc., etc., are I 
believe calculated to bring about further misunderstanding 
in the future between the association and the assured*.'' 

In relation to matters of management the superintendent al- 
luded to ^' the lack of proper business methods shown in the mak- 

o. 
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ing of af^nts' commission contracts and the handling of matters 
under these contracts in such a way that they finally resulted in 
the loss sustained' by the agents' balances of 1897 and 1898," which 
he believed were " subjects for adverse criticism by this depart- 
ment" He also questioned the propriety of the placing of a 
*^ contingent fund " at the disposal of the president without ac- 
counting, stating that if these funds were disbursed there should 
be receipts with appropriate vouchers and that such were not 
found among the association's records. Allusion was then made 
to the attempted rectification by the directors in August, 1898, in 
disccmtinuing the contingent fund and increasing the president's 
salary. The examination of the policy rasters waB said to dis- 
close the fact that the sworn schedules of December 31, 1898, 
were incorrect in not showing '^ the correct ages of the insured, 
nor the correct dates at which the insurer's liability would cease 
and did show f 173,000' of insurance in force for which policies 
were never signed." 

Neither the report of the examiner nor that of the superintend- 
ent made any specific findings with reference to the charges affect- 
ing the integrity of the management It neither sustained nor 
disallowed the allegations of malversation. It contained no allu- 
sion, for example, to the Brockway matter. On the general 
subject -the superintendent said: 

'^ It was claimed that reference should have been made by 
the examiner to the fact that this examination was primarily 
at the request of the oflScers of the association, and secondly 
because of certain allegations made against its oflScers and its 
management by certain discharged ofllcers and employees. 
The examination was contemplated by this department before 
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the request was made by the officers of the association. The 
allegations referred to did not cause the examination to be 
made. I had determined upon same prior to the filing of any 
charges. The examiner was commissioned to make an exam- 
ination of the association's affairs. He confined his report 
to matters relating to its condition and did not go into the 
matter of the charges referred to, but derived the information 
embraced in his report from the books and records of the 
association." 

The superintendent sustained the position of the examiner on 
most of the points made by the company. With respect to one 
matter the report of the examiner was modified by elimination. 
In his report as originally prepared and served upon the company 
the examiner had called attention to the fact that the assets of the 
company represented by its leasehold interest and its deposits in 
this state and in foreign countries were not readily available for 
the payment of death claims, and that a ^^ more intelligent and 
conservative exhibit " of the company's condition would show a 
balance of available assets, excluding such items^ over unpaid 
claims of |23,838.92. This was seriously objected to by the com- 
pany and formed one of the subjects discussed at the hearing 
before the superintendent. In view of the fact that assets ot 
this class were included in the statements of other .companies, 
it seems that the superintendent regarded the objection as well 
taken and the matter was disposed of by the elimination of the 
reference to unavailable assets from the examiner's report as it 
finally appeared, and it was not discussed in the report of the 
superintendent. 

In April, 1900, the examiner, Mr. Vandepoel, made a deposition 
in the suit brought by the company against J. Thomson Pater- 
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son, in which he states that he was familiar with the charges filed 
against the company and investigated them *^in so far as the 
" books and records of the association were concerned," and that 
in doing so he " found nothing which impaired the integrity or 
" honesty either of Frederick A. Bnrnham, the president of said 
" association, or of anyone else associated with him in the man- 
^^agement of the association at the time of such examination." 
He added, "At the time of such examination I was requested by 
"Mr. Bumham, the president of the said association, to make 
" my examination of the said charges and of the said associa- 
"tion thorough and complete, and to the best of my ability I 
' " made a thorough and complete examination thereof. I was 
" afforded every facility by the association and its officers to make 
" such examination." Some of the officers were examined briefly, 
but it appears that the investigation was in effect limited to what 
was shown on the books and records of the company and that 
despite the broad statement of the affidavit there was no at- 
tempt to sift the charges by a thorough examination of the 
accusers and the accused; 

In connection with the reincorporation of the company there 
was a further examination by the department in 1902 in order 
to compute the liability with which the company should be 
charged for the purposes of reserve in connection with the 
policies in force. The next examination was that of 1905, the 
results of which have already been stated. 

Important as the matter is, it has been impossible for the Com- 
mittee in this as in other cases, in view of the many matters 
engaging its attention, to make an exhaustive or minute ex- 
amination of the company's affairs. The new business of the 
company, including revivals, amounted in 1902 to f 22,346,240, in 
16 
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1903 to 114,550^7 and in 1904 to |19,191,702. Excessive amounts 
aie paM to obtain business, the .maximum commission apart 
from advances and other expenses being 70 per cent., with an 
additional 5 per cent, if a certain amount of business is pro- 
duced. Mr. Eldridge estimates that the cost of obtaining new 
business in 1904 was about |97 on each flOO of first year pre- 
miums. The total amount expended in 1904 attributable to first 
year's business was |503,540. As the company does business 
on the preliminary term basis this was only slightly in excess, 
or 105 per cent., of the margins on the first year's premiums by 
reason of loadings and mortality gain.' There is no evidence 
of contributions for political purposes or of payments made to 
Andrew Hamilton or Andrew C. Fields. The amounts disbursed 
for legal expenses have been very large. In 1897 they were 
128,605.25, in 1898 |35,889.52 and in 1899 they rose to 181,718.81. 
Since reincorporation they have been as follows: In 1908 
143,327.51, in 1903 {54,107.12 and 1904 {87,196.82. These amounts 
are largely accounted for by moneys expended in connection with 
examinations by various insurance departments and the many 
litigations in which the company has been involved by reason 
of the controversies ^nd transactions above mentioned. In 1901 
it paid Messrs. Tracy, Boardman and Piatt (15,000 for services 
in connection with the amendment to section 52 of the insurance 
law, by which the re-incorporation of the company was per- 
mitted. In explanation of the large amount expended in 1904 
reference is made to a parliamentary investigation in Canada 
and to litigation in England^ as well as in this country. In con- 
nection with this it may be noted that in the report for 1904 
judgments of the company aggregating (1^,767.92 were not set 
forth as such, but were included in the item of ^* salaries^ rent% 
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^'oflSce expenses^ taxes, bills, accounts, bonuses, commissions, 
** medical and legal fees due or accrued." 

The company has been refused a license to do business in 
Minnesota, Wisconsin, California, Kentucky and Massachusetts 
and the failure to act upon its application in Illinois was equiva- 
lent to a refusal. In most cases the ground for this action 
apparently was that the company was unwilling to submit to 
examination by the respective state departments. It seems that 
the company was afterwards re-admitted to Wisconsin. The 
efforts of the company to re-adjust its risks, accompanied by 
reports of questionable transactions, have occasioned widespread 
dissatisfaction and distrust, and it is apparent that correct and 
economical administration is imperatively needed in order to 
eusuie the protection of the interests of the large body of policy 
holders to whom the maintenance of the company as a going 
concern under strict supervision is of vital importance. 

SECURITY MUTUAL LIFE INSURA:NCE COMPANY. 

In 1888 the Security Mutual Life Association was incorporated 
as an assessment association under chapter 175 of the Laws of 
1863. It was reincorporated under Article X. of the Insurance 
Law as a " stipulated premium " company in 1898, and in 1899 
it was again reincorporated under Article II. of the Insurance 
Law, under the name of the Security Mutual life Insurance 
Company. 

It is a mutual company, without capital stock, having its 
principal office at Bin^amton. Each member is entitled to 
one vote in person or by proxy for each thousand dollars of 
insurance effected on his gt her own life, but a vote by proxy is 
not accepted unless the proxy has been registered with the gen- 
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eral manager, or in case of his death or absence, with the r^istrar 
of the company, at least ten days before the meeting at which 
the vote is offered. The time and place of the annual meeting 
are stated in policies of the company, and further notice is ex- 
pressly waived. No other notice is given save by publication in 
Albany and Binghamton papers. The president of the company, 
Charles M. Turner, holds about 1,000 proxies, but it appears 
that proxies are rarely used. It is said that at the last meeting 
368% votes, representing |368,500 of insurance, were cast by 
about twenty policy holders of Binghamton. 

Mr. Turner organized the company, and on November 30, 1886, 
it entered into a contract with himself and one Charles F. Tupper, 
providing that they should be respectively the general manager 
and secretary of the company, and should manage and conduct 
its business, paying all- expenses, and in return should receive all 
the membership fees and annual dues, being the expense portion 
of the receipts for members. The assessments for the payment 
of death losses were to be set apart in mortuary and reserve 
funds, to be held exclusively for the members' benefit. The agree- 
ment was to continue during the lifetime of Turner and Tupper 
or the survivor. Pursuant to this arrangement, the company, 
under the management of Mr. Turner, used the expense portion of 
its revenues in developing its business, and for. the first few years 
there was no margin available for the compensation of himself 
and Mr. Tupper. The latter resigned in 1889. Mr, Turner had 
made advances in starting the company, and in 1888 induced 
six members of the Board of Directors to make contributions 
to supply deficiencies- in the expense fund, assigning to them 
proportionate shares of the prospective profits under his contract 
By the fall of 1893 the expense fund and these advances having 
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been exhausted, an indebtedness of about 112,000 had been 
created. Down to this time Mr. Turner had received for his 
services from the time of the organization of the association 
about 111,000 in all. 

In order to provide for the future a company known as the 
"Agency and Investment Company" was incorporated under 
the laws of the State in January, 1894, with a capital stock of 
1125,000. Thereupon, in lieu of the existing contracts with Mr. 
Turner and his associates, new agreements were entered into 
between them and the Life Association and the Agency Com- 
pany and between the two companies, providing in effect as 
follows: The Agency Company was to pay the indebtedness of 
$12,000 and was to furnish f 25,000 in cash to be used by the 
association in building up its business ; it guaranteed the " receipt 
"by said Life Association of good and acceptable applications 
"for life insurance to an amount of at least five millions per 
" year," and in case such applications were not received the Agency 
Company agreed to pay |1.50 for each thousand dollars of the 
deficiency; the Agency Company agreed to pay Mr. Turner's 
salary as secretary or general manager, or both, in a sum not 
exceeding 50 cents upon each thousand of insurance in force 
upon the books of the association on the preceding 31st day 
of December, and in the event of Mr. Turner's death, removal , 
or incapacity a sum not exceeding f 6,000 a year as the salary 
of his successor; it was also provided that the association should 
pay to the Agency Company from its expense fund a yearly 
commission of 5 i>er cent, upon its gross collections for premiums ; 
and in consideration of receipt of stock of the Investment Com- 
pany Mr. Turner and his associates released the association, 
subject to the performance and continuance of the contracts as 
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prescribed; from the obligations of the prior contracts. Hie 
agreement between the association an^ the investment company 
was to continue until abrogated by mutual consent, but both 
companies agreed that they would not consent to its termination 
during Mr. Turner's lifetime without his concurrence. 

Of the |125,000 stock of the agency company it was provided 
that Mr. Turner should receive 140,000 and his associates 
f48,000, the remainder (|37,000), it seems, being Issued ta pro- 
vide moneys for the agreed payments to the association. It 
is understood that of the f 88,000 of stock issued to Mr. Turner 
and his associates, about f 10,000 was intended to compensate 
Mr. Turner for his prior services, and the residue was designed 
as a return for the advances which had been made for the benefit 
of the association, said to amount with interest to about |50,000. 
In January, 1895, the agency company increased its capital stock 
from 1125,000 to f 250,000, and between that time and December, 
1902, 150,000 additional stock was issued, making the total 
amount actually issued f 175,000. The cash realized by the sale 
of the increased stock was used for the benefit of the association, 
which transferred to the agency company certain agents' balances 
amounting to something over ?75,00O. In addition, the agency 
company borrowed and supplied to the insurance company 
122,500. Of the assigned agents' balances only f 2,100 was paid 
to the agency company, although the insurance company collected 
153,321.68. In February ,^ 1903, mutual releases were exchanged, 
under which the insurance company was discharged from any 
liability to the agency company. 

A unique situation was thus presented. The association had 
its full complement of officers, but by its by-laws Mr. Turner 
as general manager had the general direction of its affairs. The 
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sclieme of the contracts preserved Mr. Tumer^s stipulated salary 
dnring his lifetime (unless he should become incapacitated), 
free from the control either of the policy holders or directors of 
the insurance company, or of the stockholders or directors dt the 
agency company. In effect, the advances theretofore and sub- 
sequently made were capitalized as an investment and repre- 
sented by the stock of the agency company. Apart from its rela- 
tions with the insurance company, it transacted no business 
whatever. In addition to what has been noted, it simply received 
moneys from the association, paid Mr. Turner's salary and de- 
clared dividends. Through its 5 per cent, commission it received 
from the insurance company amounts legally in excess of the 
sums necessary to pay Mr. Turner's salary and thus provided 
through dividends upon the stock a return upon the advances. 
The obligation of the agency company to provide business for 
the insurance company imposed no substantial burden upon it. 
It did not employ agents or pay commissions or establish offices 
in connection with the work of the association. Apart from the 
agreed advances, it did not prove to be necessary for it to take 
any steps to bring the business of the association up to the 
agreed quota of |5,000,000. It will be noted that if the agree- 
ment for payment in ease of breach of guaranty be taken as the 
stipulated measure of damages, the total amount to be paid in 
case no part of the f5,0OO,O0O was obtained would have been only 
$7,500 annually. The annual business of the association for three 
years prior to the making of the agreement appears to have been 
as follows: 

1891 11,864,000 00 

1892. 3,186,250 00 

1893 .; 4,894,100 00 
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— and in succeeding years thenew business annually written was : 

1894 , 15,839,900 00 

1895 10,931,500 00 

1896 9,523,526 00 

1897 8,411,672 00 

1898 6,284,269 00 

1899. 13,286,383 00 

1900 8,903,773 00 

1901 7,719,411 00 

1902 , 9,791,096 00 

1903 11,251,038 00 

1904. 13,888,017 00 

In 1902 it was desired that Mr. Turner should take the presi- 
dency of the insurance company, and thereupon suitable agree- 
ments were made to the eflfect that Mr. Turner's election as 
president should not change the existing contracts as to his com- 
pensation or the manner of its payment or enlarge it. 

In February, 1903, the agreement of 1894 was modified so as 
to release the insurance company from its obligation to paj to 
the agency company any portion of the 5 per cent, commission in 
excess of a sum sufficient (1) to pay the salary of Mr. Turner 
and his successor as required by existing contracts, (2) to pay 
the necessary expenses of the agency company, including taxes 
and other necessary disbursements and expenses, and (3) to pay 
dividends at the rate of 12 per cent, per annum on the capital 
stock of the agency company which had been or thereafter might 
be issued not to exceed the then authorized' capital. The 
guaranty of the agency company to furnish " good and acceptable 
applications" for insurance was limited to the amount of 
13,500,000 a year, and with these modifications the agreements 
of 1894 were continued. The moneys received by the agency 
company and by Mr. Turner under this arrangement, and the 
dividends declared by the agency company, are as follows: 
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Tt is said that under the modified arrangement the insurance 
company saved in 1903^ out of the five per cent, commissions 
originally payable, |19,679, and in 19W, |31,714. It is expected 
that this saving will be largely increaised. This, however, re- 
llects the liberality of the original agreement in its application 
to recent conditions. And under the modification the agency 
company, after paying Mr. Turner's salary, which increases with 
the insurance business, and other expenses, is assured suflScient 
to pay 12 per cent, dividends upon its outstanding stock up to 
the limit of its present authorized capital. It should be added, 
however, that Mr. Turner stated that he intended to limit his 
salary to 130,000. 

Out of the 1,750 issued shares of the company, it is said that 
715 shares are owned by oflScera and directors of the insurance 
company, and that the remaining 1,005 are scattered among forty 
other owners. 

According to the annual statement of December 31, 1904, the 
premium income of the company was |1,452,285, its outstanding 
insurance (47,044,657 and its surplus (505,821. Its assets were 
chissified as follows: 

Assets: 

Book value of real estate |374,567 95 

Mortgage loans on real estate 306,956 00 

Ck)llateral loans 25,500 00 

Loans made to policy holders on this company's 

policies assigned as collateral ^ 1,474,800 41 

Premium notes on policies in force 18,709 49 

Book value of bonds and stocks owned 574,060 50 

Cash in office and in banks 227,245 70 

Agents' balances 136,412 71 

Interest due or accrued 50,712 62 

Net uncollected and deferred premiums. 160,708 42 

Gross assets 13,349,673 80 
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Deduct Nofirodmitted Assets: 

Agents' balances |136,412 71 

Premium notes or loans in excess 

of net value of policies 117,117 21 

Depreciation from book value of 

ledger assets 26,808 45 

1280,333 37 

Total admit1;ed amets 13,069,340 43 

Liabilities: 

Net reserve |2,423,477 00 

Present value of unmatured supplementary 

contracts 65,967 13 

Total policy claims 44,071 30 

Premiums paid in advance 5,983 95 

Salaries, rent, commissions and other accounts 

due or accrued 24,619 49 

Unassigned funds (surplus) 606,821 56 

Total .'. 13,069,340 43 

An examination was made by the Insurance Department in 
January, 1905, and this statement was found to be correct. The 
above-mentioned " depreciation from book value of ledger assets " 
consists of (12,766.95 on real estate and |14,035.50 on securities. 
TSie surplus has been reduced in recent years, having been 
f 696,443 in 1901, |568,855 in 1902 and |591,714 in 1908. It is 
explained that this is largely accounted for by a change in tLc 
method of reporting, as assets, premiums in course of collection. 

The real estate item reported by the company, with the ex 
ception of two small parcels, consists of the outlays upon a 
home oflSce building, which has been under construction since 
1903 and was substantially completed last August. The total 
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cost, it is said, will be about |67O,0OO, and it is expected that 
the net annual income will be about t30,0OO. 

With one exception the company's investments in n^otiable 
securities consist of State, municipal and railroad bond«. It 
owns $20,000 par value of the stock of the First National Bank 
of Binghamton, said to be worth |44,000, the amount paid for it 
The capital of the bank is $400,000, and five of the officers of 
the insurance company, President Turner, Vice-president 
William G. Phelps, Second Vice-president Oeorge W. Dunn, 
Third Vice-president and Counsel F. W. Jenkins and Treasurer 
J. W. Mauier, are directors of the bank, constituting a majority 
of its Board, Mr. W. G. Phelps being its president. The in- 
surance company maintains its active account with the bank. 
Its balances through ten months of 1905 ran from $159,803.20 
in January to $52,511.55 in June and $116,898.72 in October. 
The average balances in 1904 and 1903 were less. On $30,000 
it receives no interest, but on the excess it receives interest at 
the rate of 2 per cent. The bank is also a tenant of the insur- 
ance company in its new building, paying, it is said, an entirely 
adequate rental. The company has made few loans on col- 
kiteral, and in November, 1905, there was only one outstanding 
loan amounting to $1,500". It appears that in the past loans 
have been made to officers of the company and to the Bin^am- 
ton Beet Sugar Company, in which certain officers were in- 
terested. In 1900 a loan of $1,500 was made to David H. Eeefer, 
first assistant actuary in the New York State Insurance Depart- 
ment, the balance of which was paid in 1903. There have 
been no syndicate participations, and it is said that none of 
the officers or directors have made any profits from the pur^ 
chase or sale dt securities. In May, 1905, the Board of Direc- 
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tors adopted resolutions providing that no loan or investment 
should be made without the consent of three-fifths of the Invest- 
ment Committee, that no director or officer should directly or 
indirectly borrow any funds of the company or receive any 
commission or other valuable thing for procuring, recommend- 
ing or negotiating a loan or for selling or aiding in the sale of 
any security, that the company should not acquire any mort- 
gage or loan on unimproved or unproductive property or on any 
hotel, theater, brewery, factory or mining enterprise of any 
description and that it should be the duty, of the Investment 
Committee to examine all the securities of the company every 
six months and report the result to the directors. 

Apart from the salary of the president, the salaries of the 
officers are as follows: The first and second vice-presidents 
receive no salary, the third vice-president and counsel, who is 
said to devote his entire, time to the company, receives f 10,000, 
the comptroller f4,800 and the treasurer |1,800. The salaries 
of the assistant general manager, assistant secretary, medical 
director, actuary, registrar, agency director and cashier amount 
to 119,980. Mr. Turner's son, as assistant secretary, receives 
|2,400 a year, and his son-in-law, in the Auditing Department, 
has a similar salary. Aside from the salary of the counsel the 
l^al expenses of the company have been small, the highest 
amount being |2,231.34 in 1904. It is said that no payments 
have been made to any attorney or other person, directly or 
indirectly, to influence legislation, that no moneys have been 
paid to Andrew Hamilton or A. C. Fields, and that there have 
been no contributions for political purposes. Since 1902 the 
president has had annually $2,000 from the expense fund for 
discretionary disbursements. From this fund various payments 
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have been made^ snch aa for tbe purpose of entertaining agents, 
decorating the building on tbe occasion of the Firemen's Con- 
vention, contributing for a Dairymen's Convention, facilitating 
the construction of the office building and otherwise as seemed 
expedient from time to time. 

. From the outset the company did business upon a stipulated 
premium basis, that is to say it put in force a scale of rates 
which were supposed to be adequate to carry the policy and to 
furnish an accumulation which, at the end of a given period, 
would be sufficient to provide for the increased cost of insur- 
ance. JVTiile as an assessmoat company it would not make a 
level premium, and was bound to provide under the law for an 
increase of rates if necessary, the management seems to have 
been confident that there would be no increase, and throu^ 
emphatic statements by the representatives of the company of 
its expectation, this belief was "induced in the minds of the 
policy holders. The early policies provided for the annual pay- 
ment of a definite sum. Seventy-five per cent, of the moneys 
received for death claims was to be placed in the mortuary fund 
account and 25 per cent, was to be set apart as a reserve fund 
and deposited in trust for the exclusive benefit of the members, 
to be used .in paying death claims in excess of the American 
experience table of mortality and otherwise, through the issue 
of certain bonds. These bonds were to be issued to members 
quinquennially for equitable proportions of the reserve fund, 
and were to be available S3 dividends in part payment of sub- 
sequent mortuary premiums or as additional, insurance. In 
effect the policies provided for a contract reserve, wifli which, 
however, the company was not required by the Department to 
charge itself as a liability in its annual statements. The payments 
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for mortuary purposes^ it is said, were never drawn upon for 
expenses, and the effort was made to carry ont the provisions 
of the policies by the accumulation of a reserve fund. But the 
results were disappointing. Mr. Turner was not an actuary, 
and had had no experience in the life insurance busine^ except 
afi a solicitor. It seems that he took the rates of the !Provident 
Savings Company, and with the aid of a bookkeeper, made 
such rates bb he thought would be »afe and provide a reserve 
sufficient to carry the policies during the expectation of life. 
Some time later the company employed a consulting actuary, 
and a few years ago he was succeeded by Mr. Keefer, of the 
Insurance Department, at a salary of |1,000. Section 7 of the 
Insurance Law provides : " No corporation examined shall either 
'* directly or indirectly pay by way of gift, credit or otherwise, 
"any other or further sum to the superintendent or any clerk 
"or employee of the Insurance Department, or any examiner, 
" for extra service or for purposes of legislation, or on any other 
" pretence whatsoever." About two years ago an actuary was 
employed to devote his attention exclusively to the business of 
the company. Bonds were issued under the first policies at the 
end ot the first five years in 1892, but not subsequently ; in 1889 
new premium rates were put in force, and on the policies with 
these rates bonds were issued at the end of five years, but it 
seems that there was no second issue of bonds in any case. 

In 1898 the Legislature, on the recommendation of the Insur- 
ance Department, enacted the ** Stipulated Premium " Law, that 
is, Article X. of the Insurance Law. The object of this was 
to enable an assessment company, which could make the re- 
quired deposit of |10O,000 and provide a certain reserve, to take 
itself out of the general class of assessment companies. The 
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Security Mutual had suffered from the poor reputation of aBseos- 
ment companies and desired to be placed in a different category. 
It could not at the time reincorporate afi a level premium com- 
pany without having a capital stock, and it did not desire to 
reorganize on that basis. The "Stipulated Premium^' Law 
seemed to meet its situation, and accordingly it accepted its 
provisions soon after its passage. The advantages which it 
offered were to permit a company to advertise itself under legal 
sanction as a "stipulated premium" company, implying a level 
mte, although it was not compelled to maintain the «ame re- 
serve as was required of ordinary level premium companies. On 
limited payment life policies and on endowment policies, it was 
required to maintain a full reserve, but policies with continuous 
fixed payments payable at death were to be valued only as one 
year term insurance, although the distinction between them 
and ordinary life policies was that in case of the impairment 
of the reserve an additional assessment might be levied. It 
was afforded an indulgent standard of solvency, and was en- 
abled to receive, after examination, a certificate to the effect 
that its legal reserve was intact. The scheme of the statute 
attracted criticism, and the enactment in other States of legis- 
lation of this sort, with even more liberal features, brought the 
whole plan into disrepute. It seems that the Security Mutual 
was the only company in this State to organize under the law. 
As it was found that through its reincorporation as a "stipu- 
lated premium " company it had escaped the prohibition directed 
against assessment companies, and was entitled to reorganize 
as an ordinary level premium company under article II., it 
effected such a reorganization in 1899, and since then has trans- 
acted business with a full legal reserve as to its new policies,^ 
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There are now outstanding about 14^000^000 or fS^OOO^OOO of 
the old assessment policies. Since the reincorporation there have 
been many exchanges for new forms of policies. One of these 
forms is called "Twenty Year Limited Payment Onaranteed 
Addition Plan." The guaranteed additions, however, are pay- 
able only in the event of the death of the insured within twenty 
years from the date of the policy as dated back. The following 
is an illustration of the result of such an exchange: In 1894 a 
policy was issued for (2,000, at age 42, the premium being |100.94 
a year, which was clearly expected to remain constant. In 1903 
it was exchanged for a policy of a similar amount for twenty 
years from the original date. To establish a reserve a lien note 
was signed by the insured charging the policy with $771.56, bear 
ing 6 per cent, simple interest. At the expiration of eleven years, 
that is at the end of the twenty-year term, the principal and in- 
terest of the lien will amount to $1,280.79, leaving as the net 
amount of the policy |719.21, and at that time the insured will 
have paid about $2,020. If living, he will be entitled to sur 
render the policy and will receive the difference between tl^e 
amount of the lien and the aggregate of the reserve and surplus. 
According to the experience of the company there is little reason 
to expect a surplus, and the cash surrender value, if there be no 
surplus, will be about $99. After the twenty years expire the 
policy may be continued without payment of additional pre- 
miums for its net amount, but the then aggregate principal and 
interest of the lien will be taken as a new principal, and interest 
on this will be charged against the policy. In about ten years, 
that is if the insured lives to age 72, his insurance will be en- 
tirely exhausted. 
17 
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On about $500,000 of tiie old aBsesament policies the rates were 
increased in 1905. Thus in the case of a policy for $1,000 issued 
in 1888, at age 56, premiums were paid at the rate of |7.38 quar- 
terly, or 120.52 a year, for seventeen years. Then the rate was 
raised to |21.69, or $86.76 a year (the one-year term rate at age 
73, less credit of |4 a year. This rate will increase until age 
75, and from that time on he will pay |91.62, net, annually, 
which is the one-year term rate at age 75. It should be noted in 
this connection that the company does not hold for these assess- 
ment policies, as to which this privilege is given, any reserve 
to maintain the ratealevel after age 75. Out of regard for these 
old policy holders it seems that the subsequent increased cost of 
the insurance is thrown upon the other policy holders. The 
policy has no surrender value. Provision, however, is made for 
carrying the policy at the original premium if the insured con- 
sents to a reduction of the insurance to the extent represented 
by the difference in rates. 

The company had made a feature of "Probable Life" insur- 
ance, and of the $47,000,000 of insurance outstanding the greater 
part is of this type. It in effect provides for insurance on a 
term rate for the probable expectation of life, or under recent 
forms for the term expiring at age 75. It is intended to provide 
insurance at low rates during the productive years when it is 
supposed it is most needed. At the expiration of the term the 
insurance may be continued at an increasing rate for age at- 
tained. Thus one insured at age 40 would pay a premium of 
$22.80 per $1,000 and at age 75 to continue his insurance he 
would be compelled to pay $91.62 and increasing rates there- 
after. The insured is to be credited with whatever accumula- 
tions there may be upon his policy, but as it is upon a term basis 
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at the " lowest possible cost " an accumulation is unlikely. It 
is obviously important that a policy of this sort, the rates on 
which closely approximate nonparticipating ordinary life rates, 
should not be confused with whole life policies. Yet the com- 
pany has styled it the " P. L." policy and has described it in its 
circulars as a ^^Pure Life" plan, intending to emphasize its 
pure insurance features. In an advertisement published by one 
of its agency directors it was referred to in the following lan- 
guage: "Pure Life insurance without investment, loan and 
surrender values is the most popular policy right now. This 
company issues a whole life contract furniching pure insur- 
ance." This, it is explained, was unauthorized and met with 
proper reproof, but shows the care that is necessary to guard 
against misconception through ambiguous characterizations. 

The total amount of term insurance on January 1, 1905, 
amounted to 132,864,338. There were f800,000 whole life pol- 
icies with annual dividends, and |11,922,862 were whole life, 
limited life and endowment policies with deferred dividends. 
Policies representing about f5,000,000 of insurance have been 
restored and for this purpose about 1475,000 have been de- 
posited with the Superintendent of Insurance. 

Payments for new business have been excessive. The expenses 
in 1904 exceeded the total loadings on the premiums by (232,000, 
amounting to 146.16 per cent, of the loadings, so that the surplus 
earned during the year, as shown by the gain and loss exhibit, 
amounted to only about $9,000. The ordinary brokerage com- 
mission paid is 70 per cent, graded and 5 per cent, additional is 
sometimes allowed for office expenses^ The renewal commission 
is 7 per cent, on participating life or endowment policies so long 
as tiiere is $100,000 of insurance to the credit of the contract, 
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this being reduced to 5 per cent, in the event of the termination 
of the contract In some cases larger rates have been paid; 
e. g., 80 per cent, graded on participating policies, with a renewal 
commission of 8 per cent, as long as the quota of |100,000 of in- 
surance is maintained. These are in addition to advances and 
other expenses. A few years ago the company took over the 
business of the Bankers' Guaranteed Fund Life of Atlanta, 
Georgia, receiving about f40,000 of assets and $2,000,000 of busi- 
ness, said to be well selected risks. The commissions paid were 
5 per cent, renewal upon future premiums, and the agent who 
had the matter in charge was allowed a salary of |3,000 a year 
under a ten years' contract. Although preliminary term policies 
are issued, the expenses attributable to first year's business for 
1904 amounted to $486,487.54, or 148 per cent, of the margins on 
the first year's premiums. The difference between the methods 
of valuations obtained in 4his State and in Massachusetts is 
strikingly illustrated, as in New York through a recognition of 
preliminary term policies as written, the company gained at the 
end of 1904 about $311,000 in the computation of its liabilities 
over the amount allowed in Massachusetts. 

LIFE ASSOCIATION OF AMERICA. 
The Life Association of America was incorporated in August, 
1903, under article* 2 of the Insurance Law. It has an authorizefl 
capital stock of $500,000, divided into 25,000 shares of the par 
value of $20 each; $200,000 of the stock has been issued. The 
charter provides that the income of the company over its losses, 
expenses and reserves shall be accumulated and from time to 
time distributed as the board of directors may provide in the 
ratio of three-tenths to the stockholders and seven-tenths to the 
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participating policy holders. It is provided, however, that the 
directors shall not be compelled to "declare any snch dividend 
and they shall have full authority to accumulate such a further 
reserve and surplus as in their estimation will fully protect and 
safeguard the interest of the company." 

Prior to its incorporation as a stock company an organization 
had been effected in 1901 under article 6 of the Insurance Law 
as an assessment company with the same name. Those most 
prominent in the organization were Henry P. Townsley, formerly 
general manager of the Bankers' Life Insurance Company, and 
Eugene Van Schaick, who together control the Manhattan Bond 
and Underwriting Company, the relations of which to the Bank- 
ers' Life through its ownership of stock in the Knickerbocker 
Investment Company have already been described. The assess- 
ment company was intended as a preliminary step to the forma- 
tion of the stock company, the plan being to secure k large busi- 
ness and income and to raise the necessary capital through the 
subscriptions of policy holders for shares of the capital stock. 
The money received on stock subscriptions was deposited in a 
trust company and stock certificates were subsequently ex- 
changed for the trust company's receipts. There was also the 
advantage of being able to turn over to the stock company busi- 
ness obtained at rates closely approaching level premium rates, 
but which would be valued under the Insurance Law as one-year 
term insurance at attained age, thus saving in the valuation at 
the outset a large amount which would be available as surplus, 
though needed to maintain the rates. 

Part of the stock was taken at a rate above par, and for the 
10,000 shares which were issued the stock company received 
1268,764.14 when it began business in 1903. It took over in 
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addition fhe funds of the assessment company, amounting to 
|85;355.18, on the assumption of the outstanding risks. Its in- 
come to the end of 1903 amounted to |28,421.55, leaving it on 
December 31, 1903, with a balance of |381,612.71. 

In the latter part of 1904 it was examined by the Insurance 
Department and its condition as of September 30, 1904, was re- 
ported to be as follows : 

Balance ledger assets December 31, 1903 |381,612 71 

Disbursements January 1, 1904, to 

September 30, 1904 |165,229 16 

Receipts January 1, 1904, to Septem- 

30, 1904 149,982 51 

15,246 65 

Balance ledger assets September 30, 1904 |366,366 06 

Non-ledger Assets: 

Interest due and accrued 3,457 23 

Market value of stocks and bonds over book value. 8,261 39 
Gross deferred and uncollected premiums, less 

loading thereon 21,540 80 

Furniture and fixtures 4,332 52 

Gross assets 1403,958 00 

Assets Not Admitted: 

Agents' balances included in balance 
above $21,152 51 

Furniture and fixtures 4,332 52 

Premium notes and liens not cred- 
ited 1,006 71 

Premium notes or liens on policies 
and net premiums in excess of the 
net value of their policies 15,506 00 

41,997 74 

Total admitted assets September 30, 1904. |361,960 26 
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These assets and the liabilities of the company were stated 
as follows: 

ABBeU: 

Loans on bond and mortgage first liens {25,000 00 

Collateral loans and security of assigned mort- 
gages 21,100 00 

Other collateral loans 43,500 00 

Net premium notes and liens 5,047 20 

Stocks and bonds owned, market value 183,950 00 

Cash in oflBce and in banks and trust companies. 73,871 05 

Interest due or accrued 3,457 23 

Deferred and uncollected premiums, less loading. 21,540 80 

Gross assets ' f377,466 26 

Deduct premium notes or liens and net premiums 

in excess of the net value of policies 15,506 00 

Total admitted assets e , . . |361,960 26 

Liabilities: 

Reserve |97,012 00 

Death claims contested and in suit 15,000 00 

Special deferred commissions 2,887 91 

Capital stock 200,000 00 

Surplus 47,060 35 

Total ?361,960 26 



According to the annual statement of the company as of Decem- 
ber 31, 1904, the admitted assets then amounted to |396,238.21 
and the surplus had increased to |71,423.33. 

Tiie stockholders were paid in 1904 10 per cent., or $20,000. 
The testimony, on December 19, 1905, was that there had been 
one quarterly dividend in 1905, of |5,000. The dividends to 
policy holdiers were |159.47. 
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The officers of the company are Henry P. Townsley, president, 
whose salary waa |10,000 a year to May 1, 1905, and then was 
increased to |12,000: The vice-president is John W. Vincent, 
who receives no compensation as such, but as treasurer had a 
salary of |2,500 a year to May 1, 1905, which was then raised to 
f3,000. Charles W. Townsley, the president's son, is the secre- 
tary without salary, but employed as general agent of the com- 
pany in the metropolitan district, receiving, it is said,' the same 
rate of commission as other agents. The general counsel of the 
company, Eugene Van Schaick, has received a salary since May, 
1905, of 16,000; it was formerly |5,000. His brother, Dr. George 
D. Van Schaick, is the medical dii^ctor, with a salary of |6,000. 
Proxies, requested on the distribution of the stock, are held by 
Townsley, Van Schaick and Vincent. 

At the outset Messrs. Townsley and Van Schaick availed them- 
selves of their control over the funds of the company to procure a 
portion of the moneys needed to pay for their personal stock 
holdings. They subscribed for 3,960 shares at f30 a share. It 
is explained that they were moved to do this because of a demand 
of the Insurance Department that they should perfect their 
organization at an early date, and as some of the stock had been 
sold to others at |30 a share they believed they should pay the 
same price. Some of the stock has since been sold, none for less 
than |40 a share. Of the amount payable on their purchase 
Messrs. Townsley and Van Schaick obtained from the Ganse- 
voort Bank, which was made the depositary of the company, and 
placed to the credit of the company in that bank the sum of 
$66,000. This was accomplished through a loan against the stock 
as collateral, made upon an agreement that a sufficient amount of 
the company's money should be held op deposit to protect it. 
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It ifl said that a check of the company for the amount of the 
loan was delivered to the bank to be used* in case a withdrawal 
of deposits in violation of the agreement should be attempted. 
Mr. Townsley testified that it was not his intentipn that the 
company's check should actually be used to pay the loan and that 
its subsequent use for that purpose was contrary to the under- 
standing. The entries in the company's check book show the 
deposit to the credit of the company of |66,000 on July 20, 1903, 
and a check by the company to the Gansevoort Bank of |51,836 
of March 4, 1904, when the loan was discharged. The amount, 
it is said, was immediately made good to the company, but this 
was done through a vote of the directors on March 9, 1904, award- 
ing to Messrs. Townsley and Van Schaick |50,000 for their ser- 
vices in organizing the company. This resolution seems to have 
been made in pursuance of the action of the Board of Directors 
of the preliminary assessment company in March, 1901, by which 
a payment of |50,000, which might be made in stock, was to be 
allowed as compensation to the organizers. The fact that Messrs. 
Townsley and Van Schaick had received |50,000 was discovered 
on the departmental examination in 1904 and its propriety was 
referred to the Attorney-General. On his opinion the Superin- 
tendent of Insurance demanded the re.tum of the money and 
Messrs. Townsley and Van Schaick repaid it to the company in 
March, 1905. It seems that another loan of |25,000 was made 
by the Gansevoort Bank on or about March 17, 1904. Townsley 
and Van Schaick received through the checks of the life associa- 
tion, dirawn on the account with the Gansevoort Bank, |14,000 
on March 4, 1904, and |9,560.40 on March 21, 1904. The explana- 
tion offered is not precise, but it seems that these amounts were 
the avails of the |25,000 loan, and it is said that this loan was 
subsequently repaid to the bank by Townsley and Van Schaick. 
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In April, 1904, Townsley and Van Schaidc made an arrange 
m^at of a similar kind with the Citizens' Trust Company of Pater- 
son. They borrowed {10,000 from the trust company, pledging 
500 shares.of the sto<± of tbe company as collateral and making 
two deposits with the trust company of funds of the life asso- 
ciation, 110,000 being placed in the savings bank account at 3% 
per cent, interest and |5,000 in the x^urrent account without 
interest. A check of the life association for |10,000 against its 
balance on deiK)sit in the savings department, together with the 
savings bank book, was delivered to the trust company to insure 
the performance of the agreement that the deposit should not be 
withdrawn until the loan was paid. Mr. Townsley, as presitot 
of the life association, in his letter to the president of ihe trust 
company, said : " This check is to be held by you in escrow and 
" be used by you in the payment of our loan when called.'' The 
Commissioner of Banking and Insurance of New Jersey dis^ 
covered the transaction and informed the trust company that 
the loan was unjustified as it did not appear that Messrs. Towns- 
ley and Van Schaick were authorized by the life associati(a to 
^* pledge its funds for credit to secure their personal obligafions." 
Thereupon it seems that Townsley and Van Schaick paid the loan 
and the company's check and bank book were returned. 

Of loans to the amount of 1^8,610 which have been made <a 
the security of real estate since June, 1903,* {7,500 was a loan 
to the treasurer, John W. Vincent, on property in the Borou|^ 
of The Bronx; |10,000 to Wilson B. Brice, a director and assist- 
ant counsel in the office of Eugene Van Schaick, on 20,000 acres 
of land in County Emanuel, Georgia, and |35,000 to Henry Van 
Schaick, the father of Eugene Van Schaick, on property Noi. 
108-110 West Fifty-third street, New York. 
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The following are said to be the loans on collateral which have 
been made hj the company since the re-incorporation in August, 
1903: 



Date. 



Name. 



Amount. 



Security. 



When paid. 



Aug. 28. ig03 Wilson B. Brioe $10.000 00 

Sept. 22. ig03 WilUam H. Weimer. . . 20.000 00 

Dee. 15. 1903 C. A. Allen 3.000 00 

Dee. 21. 1903 Henry P. Townsley . . . 2 .000 00 



100 shares Wheel within' 
Wheel Co.: 45 shares 
Patent Title Guaranty 
Co.^ 250 shares N. Y. 
Sanitary Street Refuse 
Receptacle Co 

Collateral note Weimer, 
Wright & Watkins: 25 
shares American Pipe 
Mfg. Co;y. 100 shares 
Central Trust Savings 
Co.; Philadelphia: 3^ 
shares Bryn Mawr Trust 
Co.; 15 shares Bryn 
Mawr National Bank.. 

100 shares Gold Car Heat- 
ing and Light Company 

2 notes of $1,000 each, se- 
curity on property in 
SedaUa, Mo J 



Dec. 27, 1904 



May 4. 1905 



Feb. 15.1904 
Oct. 3, 1904 



Date. 



Name. 



Amount. 



Security. 



When Paid. 



Dee. 21.1903 Henry P. Townsley. 
Jan. 22. 1904 William A. Cable. . . 



Oct. 8, 1904 Henry P. Townsley. . 
Oct. 14. 1904 George C. Capron. . .'. 



Oct. 31, 1904 Henry P. Townsley. . , 
Oct. 14. 1904 Henry P Townsley. . 

Mar. 22, 1905 Sidney H. Solomon. . . 

May 1 , 1 905 Eugene Van Schaick . 



$2,500 00 
2,100 00 

5,000 00 

500 00 

11,753 54 
7,012 50 

1.800 00 

13,750 00 



100 shares Toledo, St. 
Louis & W. R. R 

8 shares American Walt- 
ham Watch Co 



Oct. 31,1904 

$600, August 
31. 1904; 
$l,500,Apr. 
25. 1905. 

Oct. L31, 1904 



300 shares Toledo, St. 

Louis & W. R. R 

9 collateral notes of Amer- $100, July 12. 

ican Glass Co.. $100 1905. 

each 

400 shares preferred stock 

Toledo. St. Louis & W. R. 

R. and collateral note . . . 
Additi(3nal loan on abeve 

security 

3,000 4% gold bonds of 

American Tobacco Co. 

and collateral note 

21000 Colorado Midland I 

Railway Co. 4% bonds, f Nov. 20. 1905 



Wilson B. Brice, William H. Weimer, C. A. Allen, as well as 
Messrs. Townsley and Van Schaick, seem to have been directors 
at the time the loans were made. George C. Capron is an agents 
of the company. 

On the examination by the Department in 1904 the examiner 
reported that be bad been unable to discover any source from 
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which quotations could be derived to show the market values 
of the stocks of the Patent Title Guaranty Company, the New 
York Sanitary Street Refuse Receptacle Company or the Wheel 
Within Wheel Company, accepted as collateral for the Brice 
loan. 

The securities owned by the company consist of municipal and 
railroad bonds and railroad stocks. There have been no syndi- 
cate participations. It is also stated that there have been no 
payments for political purposes or in connection with legislation. 

At the end of 1904 the company had outstanding insurance to 
the amount of |7,048,052. Policies amounting to |4,350,802 were 
written in that year. 

The company seems to have paid its death claims promptly and 
has properly emphasized this fact in its advertisements, but with 
respect to other matters it had practiced gross deception in order 
to obtain business. Thus, it has issued a circular containing the 
following : 

"The Life Association of America issues Annual Dividend 
Policies and pays larger dividends to policy holders than any 
other company. 

The Association also issues Deferred Dividend Policies, 

and must, by reason of its large Annual Dividends, produce 

correspondingly better results at the expiration of the De 

ferred period. 

Illustration No. 1. 

Policy No. 2149; Dated March 20, 1901. 

Amount, |10,000. 

^ 20-Year Endowment; Age 31. 

Annual Premium, (483.50. 

Dividend, 3d year, |72.52; Net Cost, $410.98. 
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Dividend 4th year, |79.77; Net Cost, ♦408.78. 
Dividend 5tii year, 79.77; Net Cost, 403.73. 

Illustration No. 2. 

Policy No. 2438; Dated September 16, 1902. 

Amount, {1,000. 

20-Year Endowment; Age 24. 

Annual Premium, |47.90. 

Dividend 3d year, |7.18; Net Cost, |40.72.'' 

In fact, the company only had two policies upon which annual 
dividends had been paid, and those were the policies mentioned 
as "illustrations." The first policy of |10,000 is held by George 
0. Capron. He originally insured with the assessment company 
in March, 1901, and about August, 1903, after the organization of 
the stock company, his policy was exchanged for an annual 
dividend policy, which was dated back to the original date. 
Against the difference in premiums he was allowed an arbitrary 
sum of 15 per cent, of the new premium declared as a dividend 
of the preceding March (1903). In the subsequent years the 
"dividends" were raised to 16^ per cent, of the premiums from 
which they were deducted. The dividend in the second "illustra- 
tion" was fixed at 15 per cent, of the premium. It is admitted 
that the figures were entirely arbitrary. 

Dividends are not allowed on annual dividend policies until 
the third ^ear, and the policies, of this sort amount to only |155,- 
000. The rate of dividend is now fixed at 15 per cent, of the 
premiums. 

The company sent out circulars to agents of other companies 
while the Committee's public sessions were being held, stating 
ttiat they have " one of the largest brokerage businesses in the 
"City of New York," and that "from now until the first of next 
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''year we shall continue to pay the hi^ commissions wliich have 
''made us so popular during the past few months." A card issued 
by the company bears the following: 

"90 Per Cent 

"Commission. 



"20-Year Endowment 

"20 Payment Life 

"Deferred Dividend Policies. 

"Age 21 to 50.^' 

It is explained that the company pays a commission of 50 per 
cent and commutes renewals so as to make the aggr^ate com- 
pensation 90 per cent, of the premium. On ordinary life policies 
the total compensation, includng renewals, amounts to 85 per 
cent. The ability to pay these commissions is said to be due to 
the fact that policies are written on a preliminary term basis so 
that the premiums over the mortality cost for the first year is 
a loading for expenses, which amounts to 90 per cent, on twenty 
payment life and twenty-year endowment policies. Only about 
one-half the business written remains upon the books, lliis com- 
pany alone, of all the companies doing business in New York to 
whom application was made for such information, refused to 
make and furnish the computations required for the gain and 
loss exhibit for the first year of insurance. 

LIFE INSURANCE CLUB OP NEW YORK. 

Tliis company was incorporated in November, 1904, under 
Article II. of the Insurance Law, with a capital stock of |100,000, 

Richard Wightman, the organizer of the company, had for some 
tiiM b^en coimect^d with the New York Life Insurance Oom- 
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pasijy and later with the Reliance Life Insurance (Company of 
Pittsburg. He had conceived the idea that a large amount of 
business could be obtained without the intervention of sub-agents 
throu^ advertisements in magazines and periodicals. The plan 
had been tried in connection with both the companies mentioned 
under a ^^club" title, and the present company was formed for 
its further exploitation. The shares of the company are of the 
par value of flO. Through an underwriting by the trustees the 
company obtained an amount sufficient to make the prescribed 
deposit of 1100,000 with the Insurance Department. It was ar- 
ranged to distribute the stock among policy holders at a premium 
and in this way provide a surplus. About 3,500 shares have beer 
sold, none at a less price than f30 and the greater part at between 
f30 and |40 a share. Policy holders may elect whether to pay in 
monthly, quarterly, semi-annual or annual instalments, and after 
two premiumB have been paid-they are given an opportunity to 
purchase one share of stock for each {1,000 of insurance. At the 
present time the stock is offered at {40 a share. 

To assist the operations of the company an auxiliary partner- 
ship was formed by Mr. Wightman, the President, and William 
B. Malone, the Vice-President, under the name of the ^^Life In- 
surance Club of New York Auxiliary." By contract, dated June 
23, 1905, the auxiliary organization agrees to use every endeavor 
to procure insurance for the company "through publicity methods 
"and without the employment of the agency system." All ex- 
penses are to be incurred only and paid by the auxiliary flrm^ 
the function of the insurance company during the continuance 
of the agreement being confined to writing policies. For each 
policy written by the company it is to receive a percentage equal 
to the legal reserve, and the balance is to be retained by the flrro 
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as full payment for its services and expenses. It is provided 
that the agreement is to continue for ten years, but by a letter 
dated Novem*ber 1, 1905, Messrs. Wightman and Malone assured 
the company that if at any time during this term the expenses 
incurred under the agreement shall be less than the loadings on 
the premiums and all past expenses over and above the loadings 
shall have been met, togetiier with all obligations incurred by 
them in good faith in carrying on the business, the contract shall 
be surrendered for cancellation. 

The premiums charged are said to be from 10 to 20 per cent 
less than the quarterly rates of leading companies. Policies are 
written on the, modified preliminary term basis and the first 
year's loadings run from 20 to 80 per cent, according to the kind 
of policies. 

The company did not become qualified to do business until 
June, 1905, and it commenced advertising in November. It has 
in force at present 205 policies, aggregating |340,00O, and when 
the testimony of Mr. Wightman was taken on December 29 it 
was estimated that an equal number were in transit and process 
of examination. No salaries are paid by the company. Mr. 
Wightman and Mr. Malone, it is said, do not receive salaries 
from the auxiliary firm, and other ofScers are paid nominal sums 
awaiting the accumulation of a surplus adequate to compensate 
all for services rendered. 

At the time of the examination the company had received ap- 
proximately {175,000, and had |13,000 in bank in addition to the 
deposit of 1100,000 with the Superintendent. The expenses for 
the year beginning with its incorporation had amounted to about 
162,000, of which |12,000 was for rent and from |20,000 to 
125,000 in the equipment of the home office. The remainder has 
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been disbursed in home ofSce and incidental expenses and in 
advertising. . The home oiBQce expenses are estimated to be |800 
a week. There are about twenty employees. Medical examina- 
tion is arranged for with accredited physicians in the communi- 
ties in which the applicants reside, and the business is transacted 
by mail. 

The ordinary policies, life, limited payment life and endow- 
ment are written. All policies are subject to declarations of 
dividends beginning with the fifth year, and dividends are ac- 
cumulated until that time. Thereafter they are annually avail- 
able. It is expected that there will be a diminution of lapses 
through the decreased opportunities for misrepresentation, per- 
sonal pressure by agents and rebates. Members are given the 
option at any time of making premium payments covering three 
months, six months or one year, in advance. Special effort has 
been made to simplify and clarify the forms of policies. 

This completes the list of the existing level premium companies 
chartered by this State, with the exception of the Metropolitan 
Life Insurance Company, which will be considered in connection 
with the Prudential Insurance Company of America, a New 
Jersey corporation, both being engaged chiefly in what is known 
as " Industrial Insurance." 

To illustrate what is possible under the existing laws relating 
to assessment companies, the committee investigated the case of 
the 

EMPIBE LIFE INSURANCE COMPANY. 

This company was organized in 1881 as an assessment com- 
pany, under the name of the Home Benefit Society. In 1894 its 
name was changed to the Empire Life Insurance Company. It 

has outstanding about 2,900 policies representing about $5,000,000 
18 
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of insurance. Its new insurance in 1904 amounted to about 
1400,000. 

According to its annual statement of December 31, 1904, its 
total income for that year was 1^8,335 and its disbursemoits 
were |79,279. Its admitted assets were |10,083 and its liabilities 
amounted to 145,750. 

When its secretary testified, on December 18, 1905, its property 
consisted of |5,000 of water bonds of New Yoi* City, about t700 
or |800 deposited in the Nassau Bank of New York, a few hun- 
dred dollars cash on hand, and an account with the banking 
house of Edgar Tripp & Son, of Trinidad. The Trinidad account 
originated in the transfer of the business from another company 
in 1894, on which premiums are collected in Trinidad and re- 
mitted from time to time. The outstanding liabilities were said 
to amount to about |50,000, of which probably two-thirds were 
uncontested claims. 

The company's staff consisted of a vice-president (the office 
of president being vacant for a time), serving vrithout salary, a 
secretary receiving ^2,500 a year, a treasurer at {2,000 a year, 
two clerks, a bookkeeper, a cashier and a stenographer. A re- 
serve or emergency fund, equal to the proceeds of one death or 
disability assessment, or in this case, about f6,000, was sufficient 
to comply with the law. It has issued misleading circulars con- 
taining deceptive references to cash surrender values and reserve 
funds. One circular contained the foUovring: 

" Beserve or emergency fund. Dividends after five years. 
20% ot the amount received from mortuary payments may 
be invested or deposited for the benefit of the contributor, 
from which reserve or emergency fund there may be a divi- 
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dend on the 5th and on each year thereafter estimated to 
eqnal one-half the mortuary payments." 

It seems that these reservations from the mortnary payments 
have not been made since about 1891. Another circular recently 
issued stated : 

" It provides safe insurance at the lowest cost consistent 
with the greatest security upon a purely mutual plan. It 
is managed and controlled by its members or their duly 
authorized representatives. It furnishes life insurance at 
cost with a sufficient reserve fund to guarantee the payment 
of its claims." 

It had no reserve fund whatever apart from the slender assets 
which have been mentioned, and its sole resource for the payment 
of its claims were the assessments upon its membership. It had 
been debarred from doing business in several States, and at the 
'time of the examination was transacting about 75 per cent, of its 
business in New York and the remainder in Pennsylvania' and 
West Virginia. The company has since passed into the hands 
of a receiver. 

METBOPOLITAN LIFE INSUBANCE COMPANY. 
This company was incorporated in 1866 under the General Act 
of 1853, with the name of the "National Trav^elers' Insurance 
Company." By Chapter 49 of the Laws of 1868 its name was 
changed to the " Metropolitan Life Insurance Company." Origin- 
ally it had a capital stock of |200,000, divided into 4,000 shares 
of |50 each. It now has a capital stock of |2,000,000, divided 
into 80,000 shares of {25 each. Of this {500,000 was paid in cash 
^lid {l,50O;0OO was paid from profits. 
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Originally the net surplus after allowing the stockholders a 
semi-annual dividend of 3^ per cent, was to be ascertained and 
credited to them, but it was to remain with the company as a 
guaranty fund until it should amount to |800,000, after which all 
net earnings were to be annually divided among the stockholders. 
In 1868 (Chapter 49) it was provided that participating policy 
holders who had been insured for at least three years should be 
credited with nine-tenths of the profits annually ascertained and 
that the stockholders should be paid the remaining one-tenth. 
This was amended in 1874 (Chapter 87) so as to give credit to 
the participating policy holders of the described class for all the 
annual profits over 7 per cent, dividend on the stock. Chapter 
437 of the Laws of 1893 classified the business of the company 
into two departments, the accounts of which were to be kept 
separate and distinct, to W known as the "Ordinary Depart- 
ment " and the " Industrial Department." The act provides that 
the net surplus derived from the business of the Ordinary Depart- 
ment, after providing for its liabilities, is to be credited annually 
to the participating policy holders of that department, and that 
the net surplus derived from the Industrial Department, after 
providing for its liabilities and interest upon the capital stock, 
is to be added to the capital stock as additional security to ihe 
policy holders. The company was authorized to increase its 
stock to f 2,000,000, the increase to be paid in cash or by the 
application of surplus from the industrial business, and it was 
provided that no greater cash dividend should be paid upon the 
capital than 7 per cent, a year. Dividends have been paid at that 
rate amounting to 28 per cent, upon the original investment of 
{500,000. 
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The greater part of the business of the company is transacted 
npon the '^ indnstrial " or weekly payment basis. In 1885 it had 
outstanding |91,234,252 of industrial and {5,062,985 of ordinary 
insurance; its annual premium income was |3,414,524 and its 
surplus amounted to $139,651. In 1904 its industrial insurance 
amounted to 11,127,889,229, its ordinary insurance to |342,535,052, 
its annual premium income was $50,808,924 and its surplus, in- 
cluding capital stock, was $14,835,741. Of the present surplus 
over $10,000,000 was accumulated between 1895 and 1905, about 
$6,000,000 between.1900 and 1905 and over $4,000,000 in 1904. 

Until 1868 stockholders alone were entitled to vote. In that 
year (Chapter 49) it was provided that policy holders insured 
for a year before the election, either for life or by an endowment 
policy upon which the annual premium should not be less than 
$100, and those entitled to annuities of not less than this amount 
should have one vote in person, but not by proxy, unless the 
same should be recorded in a book kept by the company three 
months prior to the election. This privilege, it seems, was not 
availed of prior to 1902, when the provision for the recording 
of policy holders' proxies was repealed (Laws of 1902, Chapter 
492), and it was provided that the board of directors might 
further extend but should not curtail the right of voting at elec- 
tions for members of the board to any class or classes of policy 
holders, under such regulations as they might prescribe upon 
obtaining the approval of the Superintendent of Insurance. Soon 
after this amendment fhe directors by resolution gave every 
policy holder, regardless of the amount of his premium, whose 
policy has been in force for a year before any annual election, 
the ri^t to vote provided that not more than twenty days and 
not less than ten days before the election he should file with 
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the secretary a "written notice of intention to so vote," and 
" if by proxy a copy thereof." Since this change a considerable 
number of policy holders have voted, their proxies running to 
Mr. John R. Hegeman, the president of the company. At the 
last election 116,080 votes were cast, 76,800 by stockholders and 
38,930 by policy holders under Mr. flegeman's proxies. These 
run for ten years unless revoked. 

The company has not been examined by the Department of 
Insurance since 1900. Its statement of December 31, 1904, 
shows .the following assets and liabilities: 

Assets: 

Book value of real estate 116,806,932 86 

Mortgage loans on real estate 33,094,145 00 

Loans on policies 2,202,635 37 

Premium notes on policies in force 687,014 26 

Book value of bonds and stocks owned 63,057,308 19 

Cash in office and in banks 7,323,372 74 

Agents' balances 28,783 02 

Interest and rent due or accrued 710,471 56 

Market value of bonds and stocks over book value. 1,213,509 93 

Net uncollected and deferred premiums 3,246,081 13 

Gross assets '. 1128,370,254 06 

Assets not admitted: 

Agents' balances |28,783 02 

Premium notes or loans in excess of 

net value of policies 247,155 80 

275,938 82 

Total admitted assets 1128,094,315 24 

Liabilities: 

Net reserve flll,129,649 00 

Present value of unmatured supplementary con- 
tracts 40,864 00 
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Liability on certain canceled policies $21,253 00 

Policy claims 293,082 88 

Premiums paid in advance 137,904 82 

Salaries, rent, commissions and other accounts 

due or accrued 184,571 07 

Dividends or other profits due policy holders 74,324 41 

Agents' cash deposits 196,636 07 

Special reserve \ 1,180,289 00 

Capital stock 2,000,000 00 

Unassigned funds (surplus) . . . .' 12,835,740 99 

Total fl28,094,315 24 



Of the book value of real estate |16,806,932.86, the home office 
building, including annex, was carried at fl3,261,101.27. This 
was about f 1,200,000 less than the total cost. Construction is 
still in progress and according to the company's statement as of 
November 1, 1905, the net income was about 3.2 per cent, of the 
book value. It is estimated that the net return on the invest- 
ments when the spaces now vacant are occupied will be about 3.8 
per cent. Of |658,778 gross income $395,099 was charged against 
the company as the rental value of the space it occupied. The 
company also owns office buildings in Washington, Chicago, 
Louisville, Baltimore, St Louis, Cleveland, Burlington, Vt, and 
at Ottawa and Quebec. These buildings are relatively of small 
value, the most exi)ensive being the one in Chicago carried at 
$51,636.69. Outside of this office building the company had on 
December 31, 1904, properties in New York city carried at a book 
value over incumbrances of upward of $3,000,000. The practice of 
disposing of properties acquired on foreclosure through exchange 
for other properties, which in turn may be the subject of trade, 
involving not only dealings more or less speculative and the 
payment of repeated commissionsy but also the continuance of 
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investments in real estate not needed for the purposes of the com- 
pany, has been a conspicuous feature of its transactions. 

In connection with mortgage loans it may be noted that bor- 
rowers are required to place the fire insurance upon the mortgaged 
property with the firm of Dutcher & Edmister, insurance brokers. 
It is said that this toncentration of the business in the hands of 
a single firm has been found important in insuring proper super- 
vision and in safeguarding the interests of the company. The 
arrangement is doubtless of large advantage to the firm, the 
senior member of which is Silas B. Dutcher, one of the directors 
and a member of the finance committee of the company. 

The investments of the company in securities have been mainly 
in charge of President Hegeman, subject to the approval of the 
finance committee composed of himself, Thomas L. James, chair- 
man, and Messrs. Dutcher and Joseph P. Enapp. Most of the 
purchases and sales of securities have been made through the 
firm of Vermilye & Co. and the firm of William A. Bead & Co., 
formed by Mr. Bead on his retirement from the former firm in 
1905. The relations between the insurance company and Ver- 
milye & Co. were established twenty or more years ago. It ap- 
pears that out of a total of about |93,000,000 of securities (par 
value) purchased by the company during the past ten years, 
about 187,000,000 were bought from or through these firms. Out 
of a total of about |26,000,000 of sales made by the company 
during the same period, about |24,000,000 were made through 
these firms. The company has taken part in the underwritings 
of numerous syndicates in which Mr. H^eman has also partici- 
pated. Many of these syndicates have been under the manage- 
ment of Vermilye & Co. The company has not only been a sub- 
scriber but it has bought bonds largely from the syndicate man- 
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agers and in this way contributed to Mr. Hegeman's profits. He 
figures the total amount of his profits from these transactions 
at 1105,951.74 and his net profits, after deducting a loss arising 
on one syndicate, at |64,601.42. It appears that about June, 
1905, in view of the discussion that had arisen with reference 
to the transactions of oflScers of the Equitable Society, Mr. 
Hegeman paid over to the company |16,175.32, with interest at 
6 per cent, an amount calculated by his bookkeeper to be his 
share of syndicate profits derived from purchases made by the 
Metropolitan Company. The next month, in answer to the fol- 
lowing question addressed to it by the insurance commission- 
ers of Tennessee and Kentucky, " Does any officer of your com- 
pany at present receive, or has any officer in the past received 
any personal benefit from the purchase or sale of securities by 
the company?" the company said: "Neither from any past or 
present purchases or sales of securities by the company has any 
officer any benefit personally. The company has received every 
such benefit and all of it." Among the securities recently pur- 
chased by the company were 3,333 shares of the stock of the 
Lake Shore and Michigan Southern Railway Company. These 
were bou^t on February 7, 1905, for f350 a share from G. P. 
Butler & Brother. Subsequently on February 9, 1905, 50 shares, 
and on March 1, 146 shares were purchased from Vermilye & Co. 
at 300. On April 12, 200 shares were purchased from William 
A. Bead & Co. at 315, and on May 1, 100 shares were bought 
from the same firm at 310. In justification of the price paid in 
the first transaction it is explained that the block was a large 
one, and that the stock could not be acquired on the market save 
in moderate quantities at varying prices. It appears that the 
3,333 shares had originally belonged, with other shares of the 
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same stock, to Vermilye & Co. and in anticipation of dissolu- 
tion had been taken by Mr. Bead's partners on a division in 
specie of the firm's holdings. On Mr. Bead's recommendation 
the finance committee of the Metropolitan authorized him to 
purchase 3,333 shares of the stock at a price not exceeding f350, 
and this purchase he effected at f350 from O. P. Butler & Brother 
immediately upon their purchase of the same from Mr. Bead's 
partners at f340, Mr. Bead receiving one-half of the Butlers' 
profits at his commission. He did not charge the Metropolitan 
any commission, and it seems that the finance committee under- 
stood that he was to receive a commission, but did not know its 
amount or the circumstances of the transaction. 

Mr. Hegeman for many years has had a personal account 
with Vermilye & Co., and since April, 1905, with William A. 
Bead & Co. He explains that this account represented not only 
his own matters, but those which were intrusted to him by 
other persons who from time to time placed moneys in his charge. 
His account was a more or less speculative one, embracing 
numerous transactions of purchase and sale of securities. In 
view of the close relations which Mr. Hegeman sustained to the 
firm and the large business transacted between the firm and the 
Metropolitan Company, Mr. Hegeman's account was carried as 
a special favor with an interest charge of 1^ per cent. For 
many years prior to 1902 this charge regularly appeared in 
the account, but in that year a cjiange was made by which the 
account was charged with interest at the rate of 4^ per cent, 
and he received a rebate of 3 per cent. This was for the purpose 
of concealing from the clerks of the banking firm the rate of 
interest actually allowed and of preventing the arrangement 
from coming to the knowledge of other customers who were pay- 
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ing higher rates. In making the adjustments the firm gave 
checks for amounts equivalent to the interest rebates to one 
of its members, who gave his checks for like amounts to Mr. 
Hegeman. The amount of the rebates thus received were as 
follows : 

On quarterly account to June 30th, 1902 14,917 44 

On quarterly account to Sept. 30th, 1902 5,370 44 

On quarterly account to Dec. 31st, 1902 5,429 56 

On quarterly account to Mar. 30th, 1903 6,139 95 

On quarterly account to June 30th, 1903 6,801 20 

On quarterly account to Sept. 30th, 1903 6,903 20 

On quarterly account to Dec. 31st, 1903 5,763 81 

On quarterly account to Mar. 31st, 1904 5,524 00 

On quarterly account to June 30th, 1904 5,763 91 

On quarterly account to Sept. 30th, 1904 6,133 30 

On quarterly account to Dec. 31st, 1904 5,682 14 

On quarterly account to Mar. 31st, 1905 5,155 79 

169,584 74 



The account was taken over by William A. Read & Co. on 
April 1, 1905, and on June 30, 1905, Mr. fiegeman was charged 
4 per cent, interest and subsequently credited for rebate of 
interest |2,381.38, reducing the actual interest to 2% per cent. 

The Metropolitan has considerable investments in stock and 
among them the following interests in banks and trust com- 
panies (as reported to the Committee under date of September 
1, 1905) : 
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Par Value. 



Cost and Book 
Value. 



National Shoe and Leather Bank $632,700 00 $1,159,044 22 

Metropolitan Bank 379,000 00 479,181 60 

Ceatral Trust Company 14,000 00 267,869 42 

Metropolitan Trust Company 148,100 00 854,227 85 

United States Trust Company 7,300 00 76,725 00 

International Banking Corporation 52 , 200 00 71 , 823 09 

Hamilton Trust Company, Brooklyn 100,000 00 211 ,425 00 

Franklin Trust Company, Brooklyn 50,000 00 146,055 50 

People's Trust Company, Brooklyn 2,000 00 5,015 00 

Federal Trust Company, Newark 60,800 00 119,248 25 

Howard National Bank, Burlington, Vt . . . . .20 , 700 00 29 , 497 00 

State Savings Bank, Detroit, Mich 100,000 00 250,000 00 

National Bank of Conunerce, Kansas Gty. . 185,000 00 589,350 00 



It controls the National Shoe and Leather Bank and the Met- 
ropolitan Bank. The later was recently organized by those in- 
terested in the company, with a view of having a bank in its 
office building, which was considered a desirable location for 
such an institution. The bank has |1,000,000 capital and |250,000 
surplus. President Hegeman holds 500 shares, Vice-President 
Fiske 200 shares and other officers a small amount of its stock. 
Heads of departments and clerks have been interested in it. It 
has proved successful, earning about 1 per cent, a month. The 
bank balances of the company, the extent of which is largely in 
the discretion of the President, were as follows during the first 
nine months of 1905: 
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1005. 



National Shoe 

& Leather 

Bank. 



Metropolitan 
TruatCo. 



Hamilton 
TruatCo. 



Trust Co. of 
America* 



January $1,441,558 76 $415,859 19 

February 1,261,051 35 261,313 74 

March 1,866,151 63 215,926 72 

April 2,552,065 94 409,682 61 

May 1,682,620 72 417,682 61 

June... 2,027,345 87 394,703 42 

July 1,126,915 38 220,223 84 

August 1,458,078 51 486,890 50 

September 1,726,353 29 448,321 67 



$677,527 44 $158,048 19 

522,981 98 158,048 19 

477,611 50 158,048 19 

499,797 31 158,048 19 

513,451 15 22,406 96 

688,365 38 

757,567 31 

646,456 19 

459,693 09 



1905. 



N. Y. National 

Exchange 

Bank. 



Lincoln Trust Federal Trust 
Co. ' Co. 



International 
Banking Co. 



Jani^kiy $15,000 00 $410,621 99 

February 15,000 00 396,985 62 

March 15,000 00 410,714 98 

AprU 15,000 00 413,132 67 

May 15,000 00 313,132 67 

June 15,000 00 301,677 44 

July 6,000 00 191,296 73 

August 165,297 69 

September 165,341 95 



$459,929 79 $205,680 00 

344,020 70 

310,032 33 

312,698 30 

262,698 30 

262,779 12 

264,799 56 

264,799 56 

264,879 83 



1905. 



Franklin 
Trust Co. 



Maiden Lane 

National 

Bank. 



Nat'l Bank of 

Commerce, 

Kansas City. 



January $152,625 02 

February 152,625 02 

March 152,667 41 

April 153,769 52 

May 103,769 52 

June 103,804 73 

July 104,685 08 

August 104,685 08 

September 104,717 15 



$13,636 36 

100,000 00 $231,481 48 

100,000 00 250,315 06 

250,852 86 

251,327 71 

251,898 28 

252,397 13 

252,863 11 
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Vermilye & Wm. A. Read Metropolitan 
1905. Co. &Co. Bank. 

January $115,676 16 > 

February 115,676 16 

March 115,706 84 

April $500,000 00 

May 500,000 00 $595,748 88 

June 500,142 62 578,496 28 

July 303,708 33 919,705 22 

August 3,708 33 1,205,998 97 

September , 3,743 61 1,448,016 33 

Favors have been shown to some of the institutions in per- 
mitting considerable balances to remain without interest. In 
the National Shoe and Leather Bank f 100,000 pays no interest 
Additional sums bear interest at the rate of 2 per cent. The 
Hamilton Trust Company, of which Mr. Dutcher is President, 
has had |1 00,000 on deposit from December 30, 1900, to April 1, 
1905, without interest. On other deposits it pays 2 per cent 
The Metropolitan Bank had |600,000 free of interest from May 
1, 1905, when it began business, to August 26^ it paid 2i^ per 
cent, interest on |150,000 from August 8 to 26 ; on other balances 
it pays 2 per cent. The Metropolitan Trust Company pays 2% 
per cent. The Trust Company of America, the Federal Trust 
Company and the Franklin Trust Company pay 3 per cent. The 
New York National Exchange Bank pays 2 per cent. The Lin- 
coln Trust Company paid 3 per cent, to November 1, 1904, and 
subsequently 21^ per cent. Vermilye & Co. paid 4i/^ per cent on 
1250,000 from August 6 to December 31, 1902; on other deposits 
3 per cent, to September 1, 1903, and 2 per cent, from that date 
to March 31, 1905. Wm. A. Read & Co. pay 3 per cent 

It has been the practice of the company to conceal its collateral 
loans. In order to avoid setting them forth in its annual state- 
ments to the Insurance Department, it has been its custom on 
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the last day of the year to transfer the existing loans to Yer- 
milye & Co. and to repurchase them on January 2 of the fol- 
lowing year. It is said that this was done for the purpose of 
discouraging applications for loans from Wall street. Loans 
to persons oflScially or otherwise intimately connected with the 
company have been carried for less than the market rates of 
interest. 

Among the loans on collateral during the last ten years, as 
stated by the company under date of September 13, 1905, appear 
the following: 



Date. Amount. 

SHoM B. Dutcher, 
1807"— 

January 2 123,000 

February 4 7,000 

, June 7 8,000 

July21 3,000 

September 13 5,000 

January 3 40,000 

July8 6.000 

September 20 4,000 

October29 10,000 

1890— 

January 3 54,000 

January 27 4,000 

Junel5 6.000 

1900— 

January 3 60,000 

JulySl 6,000 

November 16 6,000 

November27 2,500 

1901— 

January 2 73,600 

April 16 7,500 

1902— 

January 2 78,600 

January 20 20,000 

Junel8 25,000 

November 10. 3 ,000 

1903— 

January 2 90,600 

March 23 10,000 

1904 — 

January 2 86,500 

January 21 3,000 

August 11 37,500 

1906— 

January 2 86.600 

June 20 600 

WiUiam A, Bead, 
1901— 

May 20 200.000 

1902— 

March 27 200,000 

1903— 

• Januax7 2 100,000 

December9 100,000 

1904— 

JmMl 100.000 



Time. 



Rate. 



Paid. 



Demand. . . 2 per cent. December 31. 

u 2 " « • 

« .!. 2 *• " 

M * ' ' 2 ** ** 

« .'! ! 2 *• " 



Demand. 



(December 13,911.000. 
December 31. $64,000. 

I May 17, $13,000. 

1^ December 29. $60,000. 



U 
2 

2 

li 

li 



per cent. December 81. 



March 19. $2,600. 
December 31, $78 600. 

December 30. 
February 6. 
June 6. $13,000. 
October 4» $1,000. 
November 7, $2,000. 
December 30. $12,000. 
January 20, $4,000. 
March 26, $1,500. 
April 6, $8,600. 
.December 31. $86,600. 

December 30. 
January 19. 
August 11. 



December 31. 

December 30 

January 13. 
December 31. 



July 1. 
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Date. Amount. 

William A. Bead. 

1905— 

March 31 $1,000,000 

VermUye & Co, 

1902— 

August 250,000 

September 11 500,000 

September 24 300 .000 

1903— 

August 12 500,000 

September 29 500,000 

November 10 500,000 

JJovember 20 250,000 

November 25 250 ,000 

November 30 250,000 

December 1 200.000 

December 8 200,000 

1904— 

January 4 1,000,000 

June 1 650,000 

1906— 

January 2 650,000 

John A, McCall. 
1903— 

January 22 50,000 

l^QQ^. — 

January 2 50,000 

March 17 25,000 

1905— 

January 2 75,000 

John R, Hegeman. 

1903— 

July28 30,000 

August 5 10,000 

\gQ4 

January 2 40,000 

February 24 10,000 

March 7 10,000 

September 7 22,000. 



Time. 



Rate. 



Paid. 



Demand 



iJune 1, $400,000. 
July 27, $50,000. 
September 12, $50,000. 
September 13. $50^)00. 

4i « August 27. 
5 " October 20. 
October 20. 

5k per cent. December 31. 

5i " Deceaiber 31. 

December 15. 

December 16. 

December 16. 

December 16. 

December 15. 

^ December 15. 

KXr^^^r,* J January 29, $500,000, 
6* per cert. ^ February 15, $500,000. 

4i " December 30. 

4i ** March 31. 

U ** December 31. 

li " December 30. 

li " December 30. 

(li per cent, 
to July 1, 
2i per cent. 
I Alter.... 



li per cent. Dec^ber 31. 



j September 15. $30,000. 
1 December 31. $52,000. 



The low rates of interest mentioned were special favors in 
recognition, it is said, of services rendered. 

The expenses of the Metropolitan are greater in amonnt than 

those of any other company. From 1900 the total expenses have 

been as follows: 

1900 112,874,562 00 

1901. . . , 14,667,436 00 

1902. 16,134,945 00 

1903 17,601,163 00 

1904 19,874,752 00 



While the total expenses in the year 1904 were in the neigh- 
borhood of 25 per cent, of the total premium income in the 
Equitable, Mutual and New York Life, they were about 39 per 
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cent, of the premium income in the case of the Metropolitan. 
Although the three companies named have large accumulations 
of deferred dividends their total expenses were about 49 per cent, 
of the total amount paid policy holders, and in the Metropolitan 
the expenses were 119 per cent, of the amount paid policy holders, 
due to the increased expense of conducting a weekly payment 
business. 

Prom 1877 to 1891, the then President Joseph F. Enapp and 
Mr. Hegeman, then vice-president, received respectively in addi- 
tion to a salary of f 6,000 a year commissions based on the in- 
crease of the industrial business. When Mr. Hegeman succeeded 
Mr. Knapp as president the salary was discontinued and the 
entire compensation was placed on a commission basis. This 
continued until 1896. Commissions were paid to the vice-presi- 
dent until 1893 and to the second vice-president from 1893 to 
1896. The following are the total amounts paid to the president 
and vice-presidents for salaries and commissions : 



Year. Preddent Vice-President 
Joaeph F. Knapp. John R. Hegeman 

1877 $8,000 00 $7,400 00 

1878 15,000 00 8,575 00 

1879 10,000 00 9,000 00 

1880 15,000 00 11,000 00 

1881 20,000 00 10,000 00 

1882 28,404 60 17,729 78 

1883 73,588 08 39,766 56 

1884 39,271 00 22,635 00 

1885<^ 50,000 00 39,500 00 

1886 63,945 00 33,973 19 

1887 1 51,967 46 32,983 73 

1888 108,561 68 39,780 84 

1889 73,475 54 42,237 72 

1890 69,937 97^ 55,468 98 

1891 112,362 83^ 61,818 64 

1892, paid estate for balance of oonunissions 

to date of death 57,517 34 



19 
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(3moB.)$4,962 71 

$87,000 00. 24,883 71 


$11,595 00 


72,000 00 


33,109 77 


14,543 82 


89,000 00 


32,750 00 


21,244 37 


93,474 68 


32,750 00 


19,860 00 


50,000 00 


32,750 00 


21,027 00 
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Second 
Pieddent Vioe-Piesident A^oe-Presidrait 

John R. Hegeman. Haley flske. George H. Gaston. 

1891 

1892 

1893 

1894 

1895 

1896 



In 1896, when the payment of commissions was discontinued 
the salary of President Hegeman was fixed at f50,000 a year. It 
was increased (including the allowance of bonuses in view of the 
prosperous business of the company) in 1899 to $60,000, in 1900 
to 168,750, in 1901 to f81,250, in 1902 to |90,000 and in 1905 to 
1100,000. Mr. Hegeman testified that the last increase was made 
on the recommendation of the finance committee in recognition 
of his long services to the company ; th9,t he had not drawn the 
increase and did not intend to draw it. 

In 1894 the compensation of Vice-President Haley Fiske was 
fixed at 132,750 a year. In 1899 it was increased to |37,662.50, 
in 1900 to f 49,125, in 1902 to |61,406.25 and in 1905 to |75,000. 

The salary of Second Vice-President George H. Gaston was 
fixed at 120,000 in 1897, $24,000 in 1899, |25,000 in 1900, $30,000 
in 1903 and |37,500 in 1905. 

George B. Woodward became secretary of the company in 1895 
at a salary of |10,000, which was increased in 1897 to |12,000 and 
in 1900 to 114,000. In 1902 he was made third vice-president 
at a salary of $16,000, and this was raised in 1903 to $17,000 and 
in 1904 to $18,000. Frank O. Ayres became fourth fice-president 
in 1003. His salary in 1904 was $13,000 and in 1^ $16,250. 
ThQ salary of James S. Roberts, the secretary, is $8,000, that of 
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Assistant Secretary John B. Hegeman, Jr., 13,100, and Assistant 
Secretary Frederick P. Taylor f6,000. The Actuary, James M. 
Craig, was paid f5,580 in 1892, and by successive increases his 
salary rose to |13,000 in 1898; it was further increased to |15,000 
in 1900, f 17,000 in 1902, f 18,000 in 1903 and f 19,000 in 1904. 
The cashier, J. J. Thompson, was paid |10,000 in 1893; since 
1901 he has received |14,000. The medical director, Thomas H. 
Willard, who received |7,000 in 1897, is now paid |12,000. An- 
other medical director, Augustus S. E^night, has a salary of 
|11,500. The assistant medical director, E. M. Holden, is paid 
|6,000. Frederick H. Ecker, who for some years has been in 
charge of the real estate, was made comptroller in 1905 at a salary 
of 115,000. 

The fees of directors, exclusive of oflScers, are |25 each a.meet- 
ing, the aggregate amount being divided among those present. 
Finance committee men, not including oflScers, receive it seems 
flO a meeting each, unless they are called to cancel or count 
securities, when the fee is |25. 

The amounts charged to legal expenses since 1900 have been 
as follows : 

1900 154,699 10 

1901 54,386 05 

1902 62,416 33 

1903 109,474 45 

1904 ; 81,587 91 

The payments of 1904 are thus classified: 

General counsel fees |26,700 00 

Legal services and disbursements in connection with 

real estate, tax matters and litigation. 45,823 98 

Fees of legislative counsel 5,160 00 
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Miscellaneous disbursements f 1,061 35 

Items erroneously debited to legal expenses 2,842 58 

Total ; 181,587 91 



The last item of f2,842.58 is said to consist of various auKOunts 
expended for legitimate purposes which were charged to legal 
expenses through errors of bookkeeping. 

The company has disbursed considerable amounts in connection 
with legislation and legislative inquiries. About f4O,O0O was 
expended in 1895 in connectioh with the investigation in Massa- 
chusetts of the subject of child insurance, the expense being in- 
curred, it is said, in the payment of counsel and in procuring 
the publication of the testimony hnA arguments on bekalf of 
the company. Counsel have been retained in various jurisdictions 
to keep the company posted with regard to matters of legislation 
and to render services. The Prudential Insurance Company and 
the John Hancock Mutual Life Insurance Company have con- 
tributed to these expenses, so far as they have been incurred out- 
side the State of New York. Vice-president Fiske has had charge 
of these matters and at the end of the year makes up a statement 
of the total amount of legal expenses for purposes in which the 
three companies are interested, and it is divided between them^ 
the Metropolitan bearing two-fifths, the John Hancock one- 
fifth. Andrew Hamilton has been employed by the company since 
1892. The following is giv6n as the total amounts paid him by 
the Metropolitan: 
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William H. Buckley has on occaaion 6een paid small amounts, 
about |500, to look after matters during Mr. Hamilton's absence. 
The payments made by the Metropolitan in connection with legis- 
lative matters outside of the payments to Hamilton have been as 
follows: 



# 



1896 13,287 56 

1897 2,817 08 

1898 7,302 81 

1899 4,298 72 

1900. 3,994 60 

1901 4,570 06 

1902.. 4,892 29 

1903 3,688 85 

1904 4,160 00 

1905 .• 9,277 62 

Total 148,289 59 



The company has made only two contributions, it is said, for 
political purposes. These were made in 1896, one of tl,000 to the 
Palmer-Buckner campaign fund and one of #7,500 to the Republi- 
can National Committee. 

The enormous expenses of the Metropolitan are not, however, 
to be accounted for by reference to matters common to the com- 
panies engaged in writing insurance upon the ordinary basis. 
They are mainly attributable to the industrial department, l^e 
following comparison of the amounts paid officers and home office 
employees is significant: 



Officers and 

Home Office MutuaL New York Life. Equitable. Metropolitan. 



Employees, 
1904. 



$1,022,001 99 $900,475,90 $1,177,501 12 $1,940,044 05 
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Liberal as are the salaries of the officers of the Metropolitan 
it will be observed that their aggregate forms but a small part of 
the above total. The officers, numbering sixteen, received in 1904 
1303,105.94 and the clerks f 1,636,938.11. It cannot be said that 
the clerks were overpaid, for, numbering 2,112, their average 
compensation was about |775 a year. For this large clerical 
expense it is said the industrial business is responsible. The 
company makes the following distribution of its home office 
salaries' account for 1904 : 

Industrial salaries |1,440,616 32 

Ordinary salaries ^ 408,506 22 

Pacific Ooast salaries 65,534 78 

Industrial Department, overtime 5,073 97 

Ordinary Department, overtime 19,283 76 

Ordinary Department, bonuses 1,029 00 

Total 11,940,044 05 



The following is a classification of the expenses of that year 
based upon the company's statement of the amount incurred in 
the Industrial Department: 



Other 
Industrial. Departments. Total 



Commissions, salaries and 
allowances for Superin- 
tendents, Assistant 
Superintendents and 

Agents $10,841,682 96 $2,238,180 62 

Agency supervision 658,30105 50,59144 

Medicalfees 646,267 21 309,706 68 

Home office salaries 1,511,225 07 428,818 98 

Rents 604,589 03 60,366 37 

Stationery, printing, ad- 
vertising, supplies, etc. 502,430 57 133,391 97 
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Industrial. 



Other 
Departments. 



Total. 



Legal expenses 

Furniture, etc 

Insurance taxes, etc 

Real estate taxes 

Repairs and expenses to 
real estate 

Miscellaneous expenses. . . 

Agents' surety bonds 

Dividends to stockholders 

Charged off real estate ac- 
count 



$59,779 03 
107,402 40 
553,390 56 
153,898 79 



$21,808 88 

16,847 28 

171,246 56 

3,047 00 



287,482 01 

218,720 23 62,798 11 

39,344 54 

140,000 00 

250,000 00 

$16,374,413 45 $3,496,803 89 $19,871,217 34 



The insurance in^ force on December 31, 1904, was made up as 
follows : 



Ordinary DepartmerU — 

Ordinary life $154,278,942 OQ 

Ordinary endowment 50 , 35 1 , 444 00 

Ordinary tenn 13,289,776 00 

Ordinary paid up 

policy 362,126 00 

Ordinaiy paid up 

endowment 53,288 00 

Ordinary paid up 

tenn 183,464 00 

Special Class — 

Life $2,706,704 00 

Endowment. 3,914,225 00 

Paid up life 5,126 00 

Paid up endowment . 4,800 00 

Intermediate — 

life $24,944,500 00 

Endowment 92,069,000 00 

Paid up life 311,675 00 

Paid up endowment. 59,982 00 



$218,519,040 00 



6,630,855 00 



117,385,157 00 



$342,535,052 OQ 
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Induitrial DepartmefU — 

Industrial life $422,401,289 00 

Industrial life, 20 payment 264,166 00 

Industrial life, people's participating. . . 408,903 00 

Industrial endowment, infantile 239 , 187 420 00 

Endowment, increasing life' endowment 348 , 649 , 99 1 00 

Endowment, $600 at age 80 12,109,500 00 

Endowment, 15 year 213,447 00 

Endowment, 20 year young pec^le's. . . 50,767,056 00 

Endowment, 20 year adult 1,100,309 00 

Endowment, 20 year special 27,251 ,625 00 

Endowment, 25 year special 262,709 00 

Endowment, 30 year special 4,766, 116 00 

Endowm^it, 20 year term and endow- 
ment 11 ,911 ,300 00 

Endowment, 20 year combination 395,250 00 

Paid up term 7,161,393 00 

Paid up life. . 77,763 00 

Paid up endowment 870,992 00 

$1,127,889,229 00 

$1,470,424,281 00 



Through the use of the branch offices ijecessarilj established in 
connection with the industrial business the company is enabled 
to transact its ^^ Ordinary ^^ business more economically than it 
could be transacted alone. Nearly all the ^^ Ordinary '^ business 
is written by industrial agents. It is actively prosecuted in con- 
nection with the industrial work in order to obtain better men 
and to promote their efficiency by giving them an opportunity to 
increase their incomes. Of the |218,519,040 of business of the 
ordinary class only |6,291,057 is participating. Deferred divi- 
dend policies are not written. In the current rate book it is 
stated that the rates are "non-participating;" that is, no divi- 
dends will be paid except on " Guaranteed Dividend and Optional 
Life or Endowment" plans. In the last mentioned policies, a 
definite amount is guaranteed and, of course, taken into con- 
sideration as a part of the reserve. 
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The ^'Special CIosb^^ is composed of rides which are sub-stand- 
ard bj reason of oecnpation, history or physical condition, nie 
premiums are computed on a rate of mortality double that set 
forth in the Actuaries' or Combined Experience Table, the result 
being reached by placing a lien upon the policy to reduce it to an 
amount which the r^^ar j>remium would purchase on the basis 
of the double mortality rate. Hie policies are participatilig to 
the extent of any saving there may be of m(N*tality or interest, 
there being no margin for gain in the loading. While tiie rate of 
mortality is uniformly doubled without distinction between 
groups presenting widely different risks, and the matter is obvi- 
ously one of conjecture, it is said that on the whole the company 
has come well within its expectation of mortality, the actual rate 
being about 71 per cent of the tabular rate as expressed in its 
double table. 

The ^^ Intermediate^ policies are designed for the better class 
of industrial risks. They are issued for |500 and upwards. 
There is a medical examination nearly as complete as in the case 
of an ordinary application. The rate of mortality is found to be 
hif^r than in the ordinary class and the premiums are higher. 
On the other hand, the amount of insurance obtained by a giv^i 
payment is considerably more than in the industrial department. 
Thus in the ordinary class the annual premium on a whole life 
policy for |1,000 at age forty is f27.62. In the " Intermediate " 
class the whole life premium at age forty for |500 is t^.Ol. In 
the ^^ Industrial " class at the same age 40 cents a week or 920.80 
a year will purchase |400 of whole life insurance. The premiums, 
as on other policies in the ordinary department, are payable quar- 
terly, semi-annually or annually. Hie rates are stated to be 
^ mutual.'' After the policy has been in force five years dividendi 
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are payable '^ annually in cash or (at the written request of tiie 
holder) in addition to the policy as in tiie judgment of the oiBcen 
and directors of the company the policy shall have earned." 

^^ Industrial ^^ policies are all alike to the extent that they are 
based upon weekly payments running ifrom five cents to sixty 
cents. The amount of the benefits of the various classes of in- 
surance depends upon the age at which the policy is written and 
the amount of the weekly payment. It will be observed that 
about nine-tenths of the industrial insurance outstanding at the 
end of 1904 consisted of the " Life," " Increasing Life and Endow- 
ment " and " Infantile Endowment " plans. 

The " Life " plan for adults is for ages ten and upward. It is 
ordinary life insurance with graduated benefits according to the 
weekly payment. Thus for a weekly payment of five cents the 
death benefit on insurance at age ten is f 120, at age twenty |87, 
at age forty f 50 and at age fifty-nine |23. The whole amount of 
the benefit is payable only in case of death after one year from 
date of policy; if death occurs within the first six months it is 
reduced to one-fourth end if in the second six months to one-half. 

The " Increasing Life and Endowment " plan provides for a 
minimum benefit for the first three years, on a scale adjusted to 
payments and the age at time of insurance, and each year there- 
after the insurance is increased by an amount equal to ten times 
the weekly premium. All the endowment periods expire at age 
eighty. Thus one insuring at age twenty-two upon a weekly pay- 
ment of Bixty cents would have a policy calling for a minimum 
death benefit during the second and third years of |876, which 
would be increased annually thereafter by the sum of |6, and at 
the end of the endowment period (fifty-eight years) the maximum 
amount of |1,206 would be payable to the insured if then living. 
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At that time, it may be Doted, the aggregate weekly payments 
would amount to f 1,809.60. 

The " Infantile Endowment " plan provides for insurance at 
ages two to nine, inclusive, with progressive benefits, for a weekly 
payment of ten cents. After the insured reaches the age of twelve 
there is annually added |1 to the insurance. The endowment 
periods vary, the shortest being forty-seven years in case of a 
policy taken at age two and running to sixty-eight years in case 
of one taken at age nine. Thus the benefit of an insurance taken 
at age two for ten cents a week is f34 if the insured dies within 
one year, f40 if he dies within two years and so on until the bene- 
fit reaches f240 in eight years. At the end of tl^e endowment 
period (forty-seven years) the maximum amount, f276, would be 
payable. The premiums paid would then amount to f244.40. 
A policy issued at age nine provides for the maximum benefit of 
f304 in sixty-eight years and the weekly payments woijld amount 
to 1358.60. 

It is claimed' that these endowment tables, which apparently 
favor the earlier ages, are more scientifically constructed than 
former tables and result in a more equitable adjustment of the 
insurance. Manifestly an infinitesimal portion of the insurance 
written will continue to the end of the long endowment periods 
and the schemes provide in effect for whole life insurance with 
.Jficreases in benefits so adjusted as to stimulate business, invite 
persistence and ensure profit to the company. A period is fixed 
when the liability of the company, in any event, shall cease, and 
the transaction can be closed upon its books. 

There are also the adult " Twenty-year Endowment " policies 
for ages over nine, and it is said that about 21 per cent, of the 
business ftow taken is of thii? cJass. Thus at age twenty-two a 
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payment of ten cents a week procures an endowment at the enil 
of twenty years of |80, or at the rate of fifty cents a week an 
endowment of $400. 

The rates for industrial insurance are practically double those 
charged in the ordinary department. Thus one insuring at age 
twenty-two and paying sixty cents a week, or |31.20 a year, 
would have on the " Whole Life *' plan a policy for |984, or on 
the " Increasing Life and Endowment " plan one for the mini- 
mum amount of |876 (with increases as above stated), while 
in the ordinary department a person insuring at the same age 
can obtain a non-participating life policy for f 1,000 for an annual 
premium of f 16.55. 

The industrial policies, according to their terms, are non-par- 
ticipating, but for some time cash dividends have been allowed as 
a "conceo^ion" on policies that have no guaranteed additions. 
This excludes the endowment plans with their provisions for 
increases forming part of the insurance. The dividends are de- 
clared at quinquennial periods, those for 1904 being on policies 
still in force which were issued during 1879, 1884, 1889, 1894 and 
1899. The dividend on each policy is the amount of ten weekly 
payments; that is to say, according to the present plan of the 
company one who is making a weekly payment of ten cents re- 
ceives every five years a dividend of one dollar. The total divi- 
dends declared by the company in 1904 amounted to |876,798, 
and of this |639,802 was distributed upon the industrial policies 
in the manner described. 

The rate of mortality in the Industrial Department far exceeds 
that of the ordinary risks, and the Metropolitan has its own 
experience table which is used in the calculation of benefits. 

A medical " inspection,'' not an '^ examination," suffices in the 
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case of children under ten, and in case of older persons (exclud- 
ing colored lives over fifteen years of age and special benefits), 
where the inaorance is under |^00.- This practically puts all insur- 
ance for weekly i>ayments of five and ten cents on the " inspec- 
tion " basis. The physician in such case is paid twenty-five cents 
and is expected to ascertain whether statements in the applica- 
tion are borne out by appearances. In the company's instruc- 
tions its purpose is summed up in the statement that " we desire 
to insure as large a number of good riskF as is possible and at as 
small an expense of time, labor and annoyance to the examiner 
and examined as may be." For an " examination " the physician 
is paid fifty cents and a more detailed report is required. 

The lapse rate in the Metropolitan is extraordinary. About a 
billion and a quarter of insurance went off its books through 
lapse or termination without reaching maturity in the five years, 
1900 to 1904, inclusive, as follows : 

Insurance in force at end of 1899— 

Ordinary 1111,901,834 00 

Industrial 688,629,175 00 

^ $800,531,009 00 

Insurance written, 1900 to 1904, inclusive — 

Ordinary 1503,406,319 OO 

Industrial 1,477,561,350 00 

1,980,967,669 OO 

12,781,498,678 00 
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Insurance in force at end of 1904 — 

Ordinary 1342,535,052 00 

Industrial 1,127,889,229 00 

f 1,470,424,281 00 

Total expirations in five years f 1,311,074,397 00 

Matured claims 1900 to 1904, inclusive 60,088,884 00 

Terminated without maturing, same 
period 11,251,035,513 00 



Taking first the "Ordinary Department," it is found that 42 
per cent, or more of the policies issued are cancelled during the 
first three years. The following is a table of the percentages of 
cancellations in this department of policies issued during the 
years 1900 to 1904, incluflive: 
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In the ^^ Industrial Departments^ the rate of lapse ifl nrach 
greater. Taking the calendar years it appears that on the average 
about 34 per cent, of the policies are cancelled in the first year 
and about 58 per cent, in three years. The company has fur- 
nished the following table: 

CANCELLATION OF INDUSTRL/Oi POLICIES (CALENDAR YEARS). 

Per Cent, of Cancelled 



ISSUE OP IstYear. 2d Year. 3d Year. 4th Year. 6th Year. 



1900 


34.34 


18.64 


5.37 


3.03 


1901 


32.16 


19.83 


5.26 


3.43 


1902 


33.90 


19.33 


5.79 




1903 


33.95 


19.82 






1904 


35.51 









2.36 



The full extent of the lapses, however, is more surely indicated 
by reference to policy years, and it would api)ear that more than 
one-third of the policies issued do not survive three months and 
about one-half are cancelled within a year. In 1908 the company 
took one week's industrial issue from each month in the year 
and followed the issue through a period of twelve months^ with 
the following result : 

Vm ent. 

Bate of lapses in first three months from date of issue. ... 35.40 

Bate of lapses in first six months from date of issue 43.57 

Bate of Lapses in first nine months from date of tasue. . . . 48.28 
Bate of lapses in first twelve months from data of issue. . . Bl%46 

It is said that the lapse ratio is decreasing. In 1898 88 per 
cent, lapsed in three months, 60 per cent, in a year. 

Eecurring to calendar years it may be said that at the end of 
five years about 36 per cent, of the industrial policies iamied are 
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in force and these, of conrse, are in later years decreased by fur- 
ther cancellations. At the end of 1904 there were in force .196 
per cent, of the policies issued in 1895, .182 per cent, of those 
issued in 1890, .1425 per cent, of those issued in 1885 and .061 per 
cent, of the issue of 1880. There seems to be slight difference 
between the persistence of adult and infantile policies, as shown 
by the following schedule: 



Number in Force 
Number Issued. Dec. 31 , 1904. Batio. 

Issue of 1880— 

Infantile 

Adult 

Total 

Issue of 1885— 

Infantile 

Adult 

Total 

Issue of 1890— 

Infantile 

Adult 

Total 

Issue of 1895— 

Infantile 

Adult 

Total 1,368,115 268,144 .1960 



Many who permit their policies to lapse are said to take out 
new insurance, and it is claimed that for a period of years the 
above percentages of cancellations give an erroneous impression 
of the true experience of the company, but facts showing the 
extent to which there may be such new insurance are not avail- 
able. 



70,315 
140,527 


4,683 
8,172 


.0666 
.0582 


210,842 


12,855 


.0610 


117,416 
366,116 


18,568 
50,327 


' .1581 
.1375 


483,532 


68,895 


.1425 


224,939 
697,604 


44,889 
123,044 


.1996 
.1764 


922,543 


167,933 


.1820 


526,725 
841,390 


97,082 
171,062 


.1843 
.2033 
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In the " Industrial Department " those who lapse within five 
yearS) that is, nearly two-thirds of all who take industrial insur- 
ance, get nothing in return for their payments aside from the 
fact that their risks have been carried while the payments con- 
tinued. The provisions of section 88 of the Insurance Law are 
waived by the insured. Those who persist for five years may 
obtain paid-up policies, that is to say, those who are at least 
fourteen years of age in case the insurance is for life, and who 
are at least ten if it be endowment. Illustrations of the amounts 
of paid-up policies are as follows : 

On surrender of a' policy issued at age five at a weekly premium 
of ten cents calling for insurance of f230, which has been in 
force fifteen years, a paid-up policy of |34 will be issued. On 
the surrender of endowment policies the amount of the paid-up 
policy is in proportion to the number of years during which 
premiums have been paid. Thus if a policy has been issued at 
age thirty for a weekly premium of ten cents on the " Increasing 
Life and Endowment " plan, and payments have been continued 
for twenty years, the paid-up policy will be for |66.80 or twenty- 
fiftieths of |167, the maximum endowment. Where the policy 
surrendered is a whole life policy the paid-up policy is payable 
only in the event of death during the expectation of life. It is 
in effect paid-up term insurance, and those who live beyond their 
expectation of life are entitled to nothing. Cash surrender values 
are not paid in the Industrial Department save in the case of 
twenty-year endowment policies. 

According to the gain and loss exhibit for 1904 the results of 
the total business of the company for that year were as follows: 
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Gain from loaning |1,032,105 00 

Gain from surrendered and lapsed policies 3031,925 00 

Gain from surplus interest 110,985 00 

14,181,015 00 
Loss from mortality 1,500,414 00 

12,620,601 00 
Increase in market values 2,011,845 00 

Total 15,232,446 00 



From this it appears that aside from increases in market values 
the year would have shown a loss had it not been from the gains 
on surrendered and lapsed policies. Thia gain is from the release 
of reserves, and |2,009,424.70 of it belongs to the Industrial 
Department. Of the total amount (13,031,925) the sum of 
11,635,280 was from policies upon which three years' premiums 
had not been paid. It may be noted that while the Metropolitan 
allowed in surrender values only 26.19 per cent, of the released 
reserves, the John Hancock Mutual Life Insurance Company, 
which has a large industrial business amounting at the end of 
1904 to about |230,000,000, out of a total of |350,000,000 of insur- 
ance, allowed in surrender values 83.83 per cent, of the released 
reserves. 

It is claimed that there are no accumulations upon industrial 
policies warranting the allowance of surrender values in paid-up 
insurance or otherwise until after five years. As an illustration 
the company presents the following statement with reference to 
the state of the accumulations annually upon the industrial issues 
of 1898, 1899 and 1900, as compared with the reserve liabilities^ 
showing the deficiencies in th^ earlier years : 
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OF 1898. 
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• 


December 31st. 


Fund 
Accumulated. 


Total 
liabiUty. 


Defidency. . Surplus 


1898 

1899 

1900 

1901 


—$931,827 
+54,909 
983,332 
1,859,744 
2,856,191 
3,568,010 
4,418,433 


$246,920 
951,816 
1,920,151 
2,632,738 
3,387,211 
3,939,974 
4,412,440 


$1,178,747 

896,907 

936,819 

772,994 

631,020 

371,964 

$5,993 


1902 

1903 

1904 








Issue 


OF 1S99. 




December 31st 


Fund 
Acciunulated. 


Total 

Liability. 


Defidency. Surplus. 


1899... 

1900 

1901. 


—$1,115,223 
+38,257 
1,165,647 
2,490,444 
3,671,112 
4,760,600 


$326,095 
1,238,041 
2,426,071 
3,560,452 
4,415,055 
5,108,601 


$1,441,318 

1,199,784 

1,260,424 

1,070,008 

743,943 

348,001 


1902 

1903 

1904 




Issue 


OP 1900. 




December 31st. 


Fund 
Accumulated. 


Total 
Liability. 


Defidency. Surplus 


1900 


—$768,603 
+520,552 
2,070,854 
3,493,461 
4,973,218 


$360,630 
1,436,253 
2,897,584 
4,069,464 
5,040,541 


$1,129,233 

915,701 

826,730 

576,003 

67,323 


1901 

1902 

1903 

1904 



The company strenuously insists that the lapses in the Indus- 
trial Department are not a source of profit but of loss. It is 
said that the average initial cost of new business during the year 
1904 in the Industrial Department was |2.07 per policy. . Of that 
year*^ issues there was 575,392 policies which lapsed, and the total 
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amount of premiums received thereon amounted to f 417,735. Tbe 
average premium per canceled policy was 12.004 cents, and the 
average time few which premiums were paid was 6.05 weeks, 
giving an average of 72.6 cents paid per policy. On this basis it 
is said the actual loss to the company averaged f 1.344 per can- 
celed policy, or a total of 1773,326.84. Adding to this the amount 
which it is claimed repays the cost of carrying the insurance 
dtiring the time it is in force, estimated at 51.6 cents, the total 
loss is figured at |1.86 per policy, or |1,070,229 in all. 

But these losses from lapses are in time made good from the 
premiums of persistent policy holders. The premiums are suflS- 
ciently high to permit this large waste in the acquisition of non- 
persistent business and in the end the company accumulates a 
surplus with reference to the issues of each year. While the 
large number of policy holders who lapse within five years fail 
to get any pecuniary return, on the other hand the company 
loses money through early lapsing in the sense that otherwise its 
ultimate profits would be far greater. 

With reference ,to child insurance it is said that the subect has 
been under investigation for many years and that the charge that 
children are killed, neglected or injured for the purpose of recov- 
ering insurance money is unfounded. The number of Metropolitan 
policies in force is stated to follow closely the population accord- 
ing to the census of 1900 in the relative proportions at each age. 
The following table has been submitted : 
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Ages. 



Percentage 

of 
Population. 



Percentage of 
Policies in 
Force, 1904. 



1 to 4 inclusive. . 

1 to 9 inclusive. . 

1 to 14 inclusive. 

1 to 19 inclusive. 

5 to 17 inclusive. 
20 to 29 inclusive. 
30 to 39 incluidve. 
40~to 49 inclusive. 
50 to 59 inclusive. 
60 to 69 inclusive. 

1 to 69 inclusive. 



9.57 


9.57 


21.28 ^ 


22.47 


31.94 


34.66 


41.91 


45.35 


28.42 


31.65 


18.29 


17.68 


13.88 


12.83 


10.16 


9.96 


6.80 


8.06 


4.08 


4.86 


95.12 


98.74 



The company has also presented the fallowing statement com- 
paring the MetropoUtctn experience of deaths per 1,000 with the 
mortality rates in England, as shown by Farr's table, the experi- 
ence of the Prudential Insurance Company of London and certain 
mortality rates given by the United States census : 



Deaths per 1,000. 



A^e Next 
Birthday. 



I 




1 108.0 

2 65.6 

3 36.1 

4 24.6 

5 17.9 

6 13.5 

7 10.7 

8 9.1 

9 7.7 

10 6.5 



99.4 

63.2 

36.1 

18.6 

13.4 

10.0 

7.6 

5.7 

4.9 

4.2 



57.6 
29.0 
21.5 
16.5 



8.2 



87.4 
36.7 
24.7 
17.9 



8.9 



49.3 

32.0 

21.5 

16.0 

11.6 

9.6 

7.9 

6.5 

5.4 



46.6 

20.5 

13.2 

9.4 



5.2 



If 



32.7 

22.0 

12.8 

8.8 



5.1 



Company's Note. 

* ''The figures for 31 cities have not ap^ted in any census once 1880. It 
is with these cities that comparison should fairly be made of the mortality of the 
population and of tibe comjjany's risks, for of the total budness of the Metropoli- 
tan 49 per*cent. is located in them, though their population is only 16 per cent, 
of the population of the United States. The company had at the end of 1904 
1,654,287 policies in force upon children at these ages.'' 
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It is said that in 1904 the average amoiint on ages under ten 
was 132.56, under age fifteen, f48.90. At age two the average was 
?13.33; age three, |19.10; age four, |23.46; age five, |27.70. 

While thp heavy expense of the " Industrial Department," as 
already indicated, is due to the commissions of agents and the 
cost of supervision, the agents themselves are poorly paid and 
bitterly complain of the discipline to which they are subjected. 
The premiums are collected by the agents and careful supervision 
is required and enforced to secure efficient service. They receive 
as "ordinary salary" 15 per cent, of the amount actually col- 
lected and paid to the company. They receive as " special salary " 
fifteen times the amount of the net weekly increase of the col- 
lectible debit in their agency. The net increase of, collectible 
debit is the excess of new business credited to the agent over 
policies lapsed and charged against him upon the books of the 
company. It is the duty of the agent to report lapses by the 
fifth Monday after the premium is due and unpaid ; otherwise he 
is charged for the subsequent arrears of premiums until the 
lapses are duly entered. The agent thus conceals lapses at his 
peril and they must be made good by new business before he 
can obtain additional commissions outside of the ordinary com- 
mission paid him for collections. It is said that an enterprising 
man who devotes his whole time to the business receives an 
average weekly income of |11.64. There are about 12,000 or 
13,000 of these agents. Their immediate superiors are some 2,700 
assistant superintendents, working in fixed territories, each hav- 
ing under his direction an average force of about five men. The 
average compensation of the assistant superintendents is about 
|25 a week and they in turn are supervised by about 350 superin- 
tendents. A few of the latter under old contracts have received. 
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it would seem, a considerable income. One is mentioned who 
received about |400 a week, out of which certain expenses were 
payable. It is said that the superintendents on the average now 
receive from |25 to |50 a week. They are amenable directly to 
the home office. 

Every effort is made to stimulate the activity of the agents in 
producing business, and as must necessarily be the case they are 
held to the strictest accountability. Despite the low rate of com- 
pensation, the entire amount of salaries and commissions for 
1904, together with the expense Of agency supervision, was upward 
of 111,000,000, and a slight increase in the average weekly wages 
would have absorbed, all the insurance gain of the year. 

In fine, the Industrial Department furnishes insurance at twice 
the normal cost to those least able to pay for it; a large propor- 
tion, if not the greater number of the insured, permitting their 
policies to lapse, receive no money return for their paym^its. 
Success is made possible by thorough organization on a large 
scale and by the employment of an army of underpaid solicitors 
and clerks; and from margins small in individual cases, but large 
in the aggregate enormous profits have been realized upon an 
insignificant investment. The business of the ordinary depart- 
ment is said merely to carry itself and substantially all the profits 
represented in its rapidly increasing surplus may be traced to 
non-participating industrial insurance. 

The Metropolitan CJompany furnish computations to show the 
gain and loss on policies within the first year for the ordinary 
and the industrial departments separately. The ratios of cost 
of new business to the entire margins, being the loading and 
mortality gains for the first year, were as follows: 
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V 

Per cent. 

Ordinary 194 

Industrial 210 



It appears that the industrial business is not valued in the 
same manner as ordinary business. It was so valued originally, 
but about twenty years ago sl concession was obtained from the 
Massachusetts Department to the eflfect that the first year 7-12 
would be allowed oflf reserves and the next year 3-12, these allow- 
ances being meant to cover lapses. The following year the New 
York Department ruled that no reserve should be required the 
first year and only the first terminal reserve at the end of the 
second year, and so on. This ruling was on the basis that the 
policies were issued at ages next birthday ; that these next birth- 
days were attained on the average on the 1st of January after 
the policies were written and therefore the valuation proceeded 
as if the policies were written on the 1st day of January after 
the actual date of issue. 

It also appears that the valuations are being made by the 
American experience or the actuaries' table of mortality, while 
the actual experience of the companies is much higher than these 
tables. The experience of the Metropolitan on industrial lives 
has been tabulated into a mortality table which was furnished 
the committee and which appears to be much more suitable for 
the valuation of these policies. It is as follows : ^ 
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2. 
3. 

4. 

5. 

6. 

7. 

8. 

9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36.. 
37.. 
38.. 
39.. 
46.. 
41.. 
42.. 
43 
44.. 
45.. 
46.. 
47.. 
48.. 
49.. 
50.. 
51.. 



Age. 







No. Deaths 






per 1^000,000 


Number 


Number 


livmgat 


living. 


Dying. 


Begiiming 
of Year. 


1,000,000 


49,373 


49,373 


950,627 


30,435 


32,015 


920,192 


19,815 


21,533 


900,377 


14,478 


16,079 


885,899 


10,292 


11,618 


875,607 


8,445 


9,645 


867,162 


6,892 


7,948 


860,270 


5,636 


6,551 


854,634 


4,675 


5,470 


849,959 


4,010 


4,718 


845,949 


3,641 


4,304 


842,308 


3,567 


4,235 


838,741 


3,789 


4,517 


834,952 


4,239 


5,077 


830,713 


4,095 


5,905 


825,808 


5,779 


6,998 


820,029 


6,697 


8,167 


813,332 


7,613 


9,360 


805,719 


8,478 


10,522 


797,241 


9,216 


11,560 


788,025 


9,745 


12,366 


778,280 


10,138 


13,026 


768,142 


10,466 


13,625 


757,676 


10,710 


14,135 


746,966 


10,894 


14,584 


736,072 


10,990 


14,931 


725,082 


11,039 


15,224 


714,043 


11,056 


15,484 


702,987 


11,058 


15,730 


691,929 


11,059 


15,983 


680,870 


11,060 


16,244 


669,810 


11,065 


16,520 


658,745 


11,083 


16,824 


647,662 


11,109 


17,152 


636,553 


11,145 


17,508 


625,408 


11,194 


17,899 


614,214 


11,250 


18,316 


602,964 


11,329 


18,789 


591,635 


11,411 


19,287 


580,224 


11,508 


19,834 


568,716 


11,620 


20,432 


557,096 


11,744 


21,081 


545,352 


11,882 


21,788 


533,470 


12,034 


22,558 


521,436 


12,201 


23,399 


509,235 


12,380 


24,311 


496,855 


12,574 


25,307 


484,281 


12,781 


26,392 


471,500 


13,009 


27,591 


458,491 


13,218 


28,829 
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,Age. 



52.. 
53.. 
54.. 
55.. 
56.. 
57.. 
58.. 
59.. 
60.. 
61.. 
62.. 
63.. 
64.. 
65.. 
66.. 
67.. 
68.. 
69.. 
70.. 
71.. 
72.. 
73.. 
74.. 
75.. 
76.. 
•77.. 
78.. 
79.. 
80.. 
81.. 
82.. 
83.. 
84.. 
85.. 
86.. 
87.. 
88.. 
89.. 
90.. 
91.. 
92.. 
93.. 
94.. 
95.. 
96.. 
97.. 
98.: 
99.. 
100. 



No. Deaths 
per 1^000,000 



Number 


Number 


Living at 


Living. 


Dying. 


^& 


445,273 


13,470 


30,251 


431,803 


13,718 


31,769 


418,085 


13,974 


33,424 


404,111 


14,233 


35,221 


389,878 


14,496 


37,181 


375,382 


14,755 


39,307 


360,627 


15,010 


41,622 


345,617 


15,254 


44,136 


330,363 


15,485 


46,873 


314,878 


15,695 


49,845 


299,183 


15,877 


53,068 


283,306 


16,028 


56,575 


267,278 


16,138 


60,379 


251,140 


16,201 


64,510 


234,939 


16,208 


68,988 


218,731 


16,152 


73,844 


202,579 


16,026 


79,110 


186,553 


15,822 


84,812 


170,731 


15,535 


90,991 


155,196 


15,159 


97,676 


140,037 


14,690 


104,901 


125,347 


14,128 


112,711 


111,219 


13,474 


121,148 


97,745 


12,732 


130,257 


85,013 


11,907 


140,061 


73,106 


11,012 


150,631 


62,094 


10,060 


162,012 


52,034 


9,065 


174,213 


42,969 


8,050 


187,344 


34,919 


7,032 


201,380 


27,887 


6,035 


216,409 


21,852 


5,081 


232,519 


16,771 


4,186 


249,597 


12,585 


3,350 


266,190 


9,235 


2,668 


288,901 


6,567 


2,021 


307,751 


4,546 


1,498 


329,520 


3,048 


1,074 


352,362 


1,974 


743 


376,393 


1,231 


494 


401,299 


737 


316 


428,765 


421 


191 


453,682^ 


230 


111 


482,609 


119 


61 


512,605 


58 


32 


551,724 


26 


15 


576,923 


11 


7 


636,364 


4 


3 


750,000 


1 


1 


1,000,000 
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From the date of its organization to the end of 1904 ihe Metro- 
politan »had received in premiums from policy holders |418J29,- 
463 ; through Interest and other income derived from the invest- 
ment of these moneys it had received f33,551,623 ; its assets flien 
amounted to |128,094,315. It had paid its policy holders |149,- 
330,965, and to achieve this result it had expended |178,843,319. 

PRUDENTIAL INSURANCE COMPANY OP AMERICA. 
The Prudential Company was incorporated in 1873 by special 
act of the Legislature of New Jersey, as "The Widows' and 
Orphans' Friendly Society." In 1875 its name was changed to 
the "Prudential Friendly Society," and about 1876 to the "Pru- 
dential Insurance Company of America." The capital was orig 
inally |25,000, and this was increased from time to time until in 
1893 it reached the sum of f2,O0O,OOO, at which it has since re- 
mained. There are 40,000 shares of the par value of |50 each. 
Only 191,000 of the .capital was paid in cash and the remainder 
represents accumulated profits distributed flirough stock divi- 
dends. The stockholders for many years have received cash 
dividends of 10 per cent, upon the outstanding stock, the equiva- 
lent annually (since 1893) of nearly 220 per cent of the original 
cash investment. 

In addition, the company has accumulated a large surplus. 
Prior to 1886 it confined itself to industrial insurance, and since 
that year its business has been chiefly of this description. In 
1885 it had outstanding ^0,266,445 of insurance; its annual pre- 
mium income was |1,468,955 and its surplus amounted to |323,- 
037. In 1904 its industrial insurance amounted to 1675,992,239, 
its ordinary insurance to 1380,740,769, its annual premium in- 
come was $41,155,697 and its surplus, including capital stock, 
was $13,324,847. Over $10,000,000 of this surplus had been accu- 
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mnlated since 1895^ about yr^OOO^OOO since 1900 and over (3,000,- 
000 in 1904. 

At the outset policy holders were entitled to vote, but in 1880, 
at the instance of the company, the charter was amended so as 
to deprive them of this ri^t 

In 1903, in order to concentrate the control of the company, 
a majority of its stock, or 20,001 shares, largely owned by the 
ofScers of the company, were sold to flie Fidelity Trust Company 
of Newark, in which the Prudential and its ofScers were heavily 
interested. It was a part of the plan that the Fidelity should 
increase its stock from |1,500,000 to |3,000,000, selling the new 
shares at f750 each, and fliat the Prudential should purchase so 
many of these shares as to give it a majority of the entire stock, 
Had the plan been carried out there would have been developed 
a unique situation. The directors of the insurance company an- 
nually would have chosen the directors of the trust company, 
and the latter in turn would annually have elected the former, 
the dates of the annual meetings being so arranged as to make 
the insurance company forever the "dominant factor." Thus 
the control of both companies would have been assured in per- 
petuity to the directors of the Prudential, all vacancies in the 
board being filled in effect by the directors themselves. Those 
who were in control of the Prudential at the time would have 
been not only able to perpetuate their power, but at the same 
time would have had the advantage, not ordinarily associated 
with such control, of realizing upon their stock holdings to the 
extent of |6,000,000, which would have been supplied indirectly 
by the insurance company through its purchase of the increased 
stock of the trust company. It is explained that the plan was 
devised to prevent the capture of the company by selfish inter- 
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ests. It is also said that the management intended to prevent 
the declaration of further stock dividends, for which there had 
been an increasing demand. 

The courts intervened and the Prudential was prevented from 
acquiring any additional stock in the Fidelity. The latter sold 
eight shares of stock in the Prudential to reduce its holdings to 
a minority, or 19,993 shares, and it increased its own stock to 
only 12,000,000. As the matter now stands the Fidelity , with the 
officers of the Prudential^ controls the latter company ; the Pru- 
dential has its original holdings of 4,800 shares out of a present 
total of 20,000 shares of the Fidelity, and it is understood that 
the officers of the Prudential own in addition a sufficient amount 
of stock of the trust company to give them an effective if not a 
technical control. 

According to its annual statement, as of December 31, 1904, 

its assets and liabilities were as follows: 

Assets. 

Book value of real estate |12,494,957 86 

Mortgage loans on real estate 15,682,358 73 

Collateral loans 5,665,100 00 

Loans on policies 1,993,878 53 

Premium notes on policies in force 434,071 59 

Book value of bonds and stocks owned 40,697,570 44 

Cash in office and in banks 6,832,683 09 

Bills receivable 3,446 37 

Interest and rent due or accrued 641,775 85 

Market value of bonds and stocks over book value 1,430,997 43 
Due from other companies for losses or claims on 

policies reinsured 526 37 

Net uncollected or deferred premiums 2,638,034 77 

Gross assets 188,515,401 03 

Deduct bills receivable 3,446 37^ 

Total admitted assets 188,511,954 66 
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LtabfUtie9. 

Net reseire 170,028,620 00 

Present value of unmatured supplementary con- 
tracts 206,306 97 

Liability on certain canceled policies 173,416 40 

Policy claims 433;204 62 

Premiums paid in advance 327,792 64 

Salaries, rent, commissions and other accounts 

due or accrued 155,784 88 

Dividends or other profits due policy holders 70,879 77 

Dividends apportioned payable to policy holders 

during 1905 » 16,803 18 

Special reserve 3,711,122 00 

Interest and rent paid in advance 63,277 98 

Capital stoct 2,000,000 00 

Unassigned funds (surplus) 11,324,846 62 

Total 188,511,954 66 



The home office building of the company in Newark was car- 
ried, at a cost of 18,378,125.50. The net income is a little over 
3.11 per cent 

Of the ?40,697,570.44, the book value of bonds and stocks, the 
sum of 137,842,330.44 is represented by bonds and f2,855,240 by 
stocks. According, to the statement furnished the Committee 
under date of September 1, 1905, the company now holds |6,330,- 
000 of bonds secured upon properties owned or leased by the 
Public Service Corporation, a company recently formed and con- 
trolling a large number of electric light plants and gas and 
trolley companies in New Jersey. These (of which |378,000 in 
par value were acquired since December 31, 1904) are as follows: 

|65,000 — i per cent. Bonds Somerset, Union and Middlesex 
Lighting Company, being 5 — iy2 per cent, of total 
issue — 11,182,875 — net interest 5.50 per cent 
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fSyOOO— 5 per cent Bonds Plainfield Street Railway Com* 
pany, being 8 per cent, of total isBne — flOO,00(>— 
net interest 5.55 per cent 
19,000 — 6 per c6nt Bonds The Newark Gas Company, being 
5-10 per cent of total issne-4^,000,000— net in- 
terest 4.40 per cent 
10,000 — 6 per cent Bonds North Hudson CJonnty Bailway 
Company, being 1 2-3 per cent, of total issne— 
$620,000— net interest 4 per cent 

241,000 — 5 per cent Bonds Newark Passenger Railway Com- 
pany, being 4% per cent of total issue — 15,247,- 
000 — ^net interest 4.20 per cent 
6,000 — 5 per cent Bonds Brunswick Traction Company, be- 
ing 1 per cent of total issue — 1500,000 — net in- 
terest 5.22 per cent 
3,000,000 — 5 per cent Bonds Bonfh Jersey Gas, Electric and 
Traction Company, being 36 3-10 per cent of 
total issue — f8,254,000 — net interest 5 per cent 

326,000—5 per cent. Bonds Rapid Transit Street Railway C<Mn- 
pany, being 65 2-10 per cent of total issue— 
f500,000— net interest 5.35 per cent 
11,000 — 6 per cent Bonds E^ssex Passenger R. R. Company, 
being 1^^ per cent of total issue — $753,500 — ^net 
interest 4.02 per cent. 

125,000 — i per cent. Bonds Jersey City, Hoboken and Pater- 
son Street Railway Company, being 9-10 per cent 
of total issue— $13,236,000— net interest 5.10 per 
cent 

439,000 — i per cent. Bonds North Jersey Street Railway Com- 
pany, being 3 1-10 per cent of total issue— <14,- 
087,000— net interest 4.63 per cent 
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{200,000—6 per cent. Bonds Elizabeth and Raritan River Street 
Railway Company, being 35 7-10 per cent of total 
issue — 1559,000 — net interest 5.28 per cent. 

600,000 — 6 per cent Bonds Newark Consolidated Gas Com- 
pany, being 8 3-10 per cent of total issue — 16,000,- 
000 — ^net interest 4.86 per cent 

600,000 — 6 per cent Bonds Consolidated Traction Company, 
being 8 1-3 per cent, of total issue— {15,000,000— 
net interest 4.65 per cent. 

343,000 — 6 per cent Bonds Gas and Electric Company of Ber- 
gen County, being 25 9-10 per cent, of total issue 
-^1,323,000— net interest 4.96 per cent. 

100,000—5 per cent Bonds Elizabeth, Plainfield and Central 
Jersey R. R. Company, being 9 2-10 per cent, of 
total issue— {2,047,000 — net interest 5.22 per cent 

360,Q00 — 6 per cent Bonds Trenton Gas and Electric Com- 
pany, being 17^^ per cent, of total issue — {2,000,- 
000 — net interest 4.96 per cent. 



{6,330,000 Total, being 5 8-100 per cent of total Bonds issued, 
amounting to {124,589,375. 
The Prudential also loaned to the Public Service Corporation 
on December 29, 1903, {2,000,000 on collateral, which was paid 
on May 19, 1904, renewed on May 24, 1904, and finally discharged 
on November 22, 1904. An additional collateral loan of {1,000,- 
000 was made on October 31, 1904, and paid on November 25, 
1904. 
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The stocks owned by the company are as follows: 



Date of 'Put- Par 
Name. chase. Value. Price. Book Value. 



FideUty Trust Company.. . .Jan. 15, 1900 $250,000 00 1250 00 $625,000 00 

Fidelity Trust Company.. . .Feb. 28, 1900 238,500 00 500 00 1,192,500 00 

$488,500 00 $1,817,500 00 

Lesssold 8,500 00 42,500 00 

$480,000 00 $1,775,000 00 

Union National Bank June 17, 1902 400,000 00 240 00 960,000 00 

June 23,1902 250,100 00 240 00 120,240 00 

$450,100 00 $1,080,240 00 



At the time it was under examination the ofiBcers of the Pru- 
dential were: 

Hon. John F. Drj'^den, President. 
Leslie D. Ward, Vice-President. 
Edgar B. Ward, Second Vice-President. 
Forrest F. Drjden, Third Vice-President. 
Wilbur S. Johnson, Fourth Vice-President. 
Edward Kanause, Treasurer. 
Edward Gray, Secretary. 
Hon. John F. Dryden is also Vice-President and a director of 
the Fidelity Trust Company, and is a director, of the Union 
National Bank and of the Public Service Corporation. 

Leslie D. Ward is Vice-President and director of the Union 
National Bank and a director in the other corporations named. 

Edgar B. Ward is a director of the Fidelity Trust Company and 
the Union National Bank. 

Forrest F. Dryden, President Dryden's son, and Wilbur S. 
Johnson are directors of the Fidelity Trust Company, and the 
former is also a director of the Union National Bank. 
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Uzal H. McCarter, President and a director of the Fidelity 
Trust Company, is also a director of the Prudential, the Union 
National Bank and the Public Service Corporation; and his 
brother, Thomas N. McCarter, President and a director of the 
Public Service Corporation, is a director of the Prudential, the 
Union National Bank and the Fidelity Trust Company. 

Anthony R. Kuser, President Dryden's son-in-law, is a director 
of the Prudential, the Fidelity Trust Company and the Public 
Service Corporation. 

Uzal H. McCarter and Thomas N. McCarter are brothers of 
Robert H. McCarter, Attorney-General of the State of New Jersey. 

The Finance Committee of the Prudential are President Dryden, 
Second Vice-President Ward, Joseph H. McCarter, Edward 
Kanause and A. R. Kuser. The Finance Committee of the Trust 
Company are Messrs. Uzal H. McCarter, John F. Dryden, Leslie 
D. Ward, Mark T. Cox, Thomas N. McCarter, Jerome Taylor and 
fl. Rogers Winthrop. 

The following illustrates the extent of the balances carried by 
the Prudential with various banks and trust companies: 
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It will be noted that the company maintains large balances with 
,the Equitable Trust Company, controlled by the Equitable Life 
Assurance Society, and the latter in turn has a considerable 
interest in the Fidelity and in the Union National Bank, with 
which it keeps large deposits. 

The Insurance Commissioner of Massachusetts, ascertaining 
that the direct and indirect interest of the Prudential in the 
Fidelity Trust Company, taking into consideration its holdings 
of stock, its deposits and loans upon the stock of that company 
as collateral, was on December 1, 1903, over |9,000,000, threatened 
to revoke the authority to do business in Massachusetts unless 
tills interest was reduced. Thereupon in May, 1904, the company 
entered into an agreement with the commissioner that at no time 
while it should transact business in Massachusetts should the sum 
of its deposits in any single trust company, bank or financial insti- 
tution, taken with the value of its stock holdings in the same and 
the amount of the loans made upon the stock as collateral, exceed 
50% of the net surplus as determined by the commissioner. This 
accounts for the large reduction in the balances carried with the 
Fidelity Trust Company. 

It is said that the Prudential has not been a member of any 
syndicate formed for the acquisition or underwriting of securities 
and that it has not acquired any securities from any syndicate in 
which any oflScer of the company was interested. It has, how- 
ever, made a considerable number of purchases from the Fidelity 
Trust Company, which it is understood from time to time has 
acquired bonds and stocks from syndicate managers where officers 
of the Prudential have been interested in the syndicate. The 
Fidelity itself was a participant in the syndicates relating to the 
Newark Gas Company and the Public Service Corporation. In 
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such cases the Prudential had no interest in any compensation 
or profits, whether in securities or otherwise, received by the Trust 
Company, from which it is said it simply purchased bonds on the 
same basis as other purchasers in the market. 

The total expenses of the Prudential from 1900 have been as 
follows : 

1900. 110,977,102 

1901. 12,251,614' 

1902. : 13,369,935 

1903 15,104,225 

1904 16,398,142 



The expenses in 1904 were nearly 40% of the income and about 
121% of the total amount paid policy holders. 

In 1875 John F. Dryden became ^secretary of the company at a 
salary of |100 a month, which was increased in 1876 to |1,800 a 
year, in 1879 to |3,250, and in 1880 to |5,000. From 1882 to 1888 
he held the oflBce of presidient at a salary of |5,000. This was 
increased in 1884 by the allowance of an amount equal to 2% of 
the " cash savings " of the year (net balance of receipts over dis- 
bursements), and in the subsequent years mentioned by an allow- 
ance of 5% of such savings. In the latter part of 1898 this 
allowance was discontinued and the total compensation or salary 
fixed at $20,000. This was increased in 1891 to ?30,000, in 1893 
to 150,000, in 1899 to |65,000, at which it has since remained. 

Leslie D. Ward was medical director from 1879 to 1883. His 
salary the first year was J1,000 and subsequently |2,000. In 1884 
he was made first vice-president, and from that time to 1888 he 
received $4,000 increase from 1885 on by 3% of the annual sav- 
ings. In 1889 he was given a flat salary of $15,000, which was 
increased in 1891 to $25,000, in 1893 to $45,000, and since 1899 it 
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has been |60,000. Edgar B. Ward, from 1880 to 1884, received 
|400 a year as counsel. His compensation was increased in 1885 
to 15,000 a year, in 1887 to |6,000, in 1889 to |8,000, in 1890 to 
110,000, in 1891 to |15,000; in 1893 he was made second vice- 
president and counsel at a salary of {25,000, which was increased 
in 1899 to |40,000, at which it has since remained. 

Forrest F. Dryden, assistant secretary in 1890 at a salary of 
{2,500, was made secretary in 1891 with a salary of {5,000. This 
was increased in 1893 to {10,000, and 1899 to {20,000 ; in 1903 he 
became t^ird vice-president at the same salary; this was raised 
in 1904 to {25,000, and in 1905 to {30,000. 

Directors who are not salaried officers receive {25 for attending 
board meetings and {15 for committee meeting*. 

The legal expenses of the company for five years past have been 
as follows: 

1900 {25,221 30 

1901 29,308 09 

1902 24,097 96 

1903 35,484 41 

1904 97,836 61 

1905, to Sept. 1.: 54,117 44 



Andrew Hamilton was employed in 1899 and paid {5,021.50 in 
connection with matters of legislation. This is said to be the 
only occasion on which he was retained directly. In that year 
the company also expended {7,500 for services of counsel in 
endeavoring to secure the repeal of a statute of CJolorado prohibit- 
ing insurance upon the lives of children. And in addition it paid 
the Metropolitan for its share of expenses in connection with legis- 
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lation f3,377.92. Since that year the amounts disbursed in 
such matters have been as follows: 

1900 f3,843 32 

1901 • 3,703 43 

1902 3,152^40 

1903 

1904 7,276 50 

1905, to Sept 1 2,500 00 



The greater part of these payments have been made to the 
Metropolitan Company. 

It is said that the other disbursements charged to legal 
expenses have been in connection ' with litigation and various 
legal matters ifi which the company has been interested. The 
increase in the recent years has been due" to litigatioti growing 
out of the proposed transaction with the Fidelity Trust Com- 
pany and arising from action of the Insurance Commissioner 
of Wisconsin in relation to the authority of the company to 
transact business within that State. 

The company contributed to the Republican National Com- 
mittee 16,000 in 1896, |10,000 in 1900 and |10,000 in 1904, and 
states that it has made no other contributions for political 
campaign, either municipal, state or national. 

On December 31, 1904, the insurance in force was classified 
as follows: 

Ordinary Department — 

Life 1260,391,111 

Endowment 63,039,106 

Other forms 20,291,502 

1343,721,719 
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Special Class f250— 

Life 1,016,250 

Endowment 428,000 

Special Class flOO— 

Endowment 248,800 

Intermediate — 

Life 23,470,500 

Endowment .* . 11,855,500 

Industrial Department — 

Infantile life 175,157,431 

Adult whole life 485,269,883 

Young people's endowment. . . 8,600,250 
Twenty-year term and endow- 
ment, and other classes 6,964,675 



{1,444,250 



248,800 



35,326,000 



675,992,239 



11,056,733,008 



It is said that in the "Ordinary Department" the company 
has been issuing participating policies for about twenty years. 
Deferred dividend policies are written. 

Sub-standard or extra hazardous risks are taken at special 
rates. In certain cases the insurance is adjusted by placing a 
lien upon the policy. 

The " Intermediate " policies are for |500. They show a some- 
what higher death rate than ordinary policies. 

In the "Industrial Department" almost all the business, as 
shown above, is taken upon adult and infantile whole life tables. 
It is said that the rates are about 60 per cent, higher than 
participating rates in the Ordinary Department. They are 
practically double the ordinary non-participating rates. It 
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appears that one insuring in the Industrial Department at age 
40 would have to pay fifty cents a week or |26 a year to obtain 
a policy for |500, while in the Ordinary Department, one of 
the same age can obtain a participating whole life policy for 
fl^OOO for an annual premium of |32.68, or a non-participating 
whole life policy for the same amount for an annual premium 
of 127.03. 

The Infantile Life table provides for progressive benefits on 
weekly premiums of five and ten cents. No higher premium 
than ten cents is taken. After the insured reaches the age of 
twelve if in good health the premium may be increased to fifteen 
cents, and at the age of fourteen to twenty cents, and provision 
is made for increased payments with proportionate benefits 
according to the adult table at later ages. 

The typical industrial policy provides for additional benefits 
in case of death after five years from its date. The amount of 
this benefit is determined from tables issued annually by the 
company. Thus in case of deaths occurring in 1905, it amounted 
per |100 of insurance to JL20 for policies issued in 1900, J1.50 
on those issued in 1899 and varying amounts were applicable 
to issues in other years, the highest being J4.50 per f 100 of insur- 
ance on the policies of 1891. Provision is also made for a credit 
of cash dividends at the end of fifteen years from. the date of 
policy and each fifth year thereafter from the surplus appor- 
tioned by the company to policies of the same class. Thus in 
1905 the dividends upon policies issued in 1890, taking the five 
per cent, premium as the unit, were graded downwards from 
the maximum of {^.40 allowed on policies issued at age two. 
On policies issued in 1875, 1880 and 1885 the maximum dividend, 
taking the same unit, was {^.70. 
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The dividends and additional benefits paid to industrial policy 
holers in th^ years 1900 to 1904 inclusive were as follows: 



15-Year Cash 5-Year Additional Additional Ben^tt 
Dividends. Cash Dividends. Paid at Death. 



1900 $345^602 58 $22,534 61 $65,652 45 

1901 355,532 77 18,270 44 73,163 25 

1902 394,903 17 22,878 35 76,973 56 

1903 442,828 94 33,99138 89,520 73 

1904 504,426 46 47,887 34 93,760 34 



All risks below |250 are taken on a medical " inspection," for 
which twenty-five cents is paid to the physician. This covers 
about 60 per cent, of the industrial risks. The remainder are 
"examined/' the physician receiving fifty cents^ 

The experience of the Prudential also exhibits a remarkable 
lapse rate. Deducting policies discontinued by death, surrender, 
expiry, etc., the following are the lapses in the Ordinary and 
Industrial Departments, as reported to the Insurance Depart- 
ment of this State, for the years 1900 to 1904 : 



Ordinaiy Department. Industrial Department. 

Year. Nimiber of Policies. Amoimt. Nimiber of Polides. Amoimt. 



1900 22,646 $20,793,291 906,201 $112,292,576 

1901 25,056 22,787,553 1,033,871 130,969,116 

1902 19,822 15,675,115 935,891 120,251,098 

1903 26,500 19,308,824 871,409 112,809,414 

1904 31,802 23,948,600 945,640 124,789,622 



It is found that in the Ordinary Department over 44 per cent, 
lapse during the first' three years. In the Industrial Depart- 
ment between 62 and 66 per cent, lapse in the first three years. 
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Tlie percaitage of lapses taken by calendar years is as follows: 

Ordinaiy Department. 

First Second Third Fourth Fifth 
Year. Year. Year. Year. Year. 



1900 9 48 27 46 7 55 8 76 2 55 

1901 8 11 3085 737 426 

1902 4 78 30 79 ' 8 69 

1903....: 8 73 29 45 

1904 9 34 



Industrial Department. 



1900 37 51 22 87 5 71 3 39 2 61 

1901 40 92 19 69 5 07 3 79 

1902 37 25 18 81 5 95 

1903 35 17 19 83 

1904 35 43 



The result is the more striking on an examination by policy 
years. Thus taking an issue of 90,000 industrial policies and 
following them for one year, the company has ascertained that 
the lapse rate per 100 policies issued, ^^ deaths being included 
but amounting to less than one per cent, of the number issued," 
is as follows: 

Within 13 weeks 29.0 per cent. 

Within 13 to 26 weeks 12.8 " 

Within 26 to 39 weeks 5.7 " 

Within 39 to 52 weeks 3-8 " 

Total within year 51.3 per cent 



From a table prepared some time ago it appeared that the 
lapse rate in the second year was 6.7 per cent, but since tiiat 
time it is said tbe lapse rate has materially decreased. 
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In addition the following table has been presented to the 
committee showing the length of time lapsed industrial policies 
had been in force: 

Peraentage 
of lapses. 

Less than 13 weeks J7 

13 to 26 weeks 17 

26 to 39 weeks * 7 

39 to 52 weeks 5 

62 to 65 weeks 3 

65 to 78 weeks 3 

78 to 91 weeks , 2 

91 to 104 weeks 2 

2 to 3 years 6 

More than 3 years 18 

Total 100 



It is added that premiums have been paid on the policies 
mentioned at least four weeks less than the indicated duration. 
In connection with the matter of lapses it is urged that the 
revivals of lapsed policies should be considered, and the com- 
pany has prepared a statement showing the ratio of policies 
revived to policies lapsed in each year to establish the fact 
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that reVivalB are on the increase. This statement is as follows: 



Year. 






^ 



S 



& 



sl-s 
•s-S.> 



I 



I 



■J 






1895 969,463 

1896 850,798 

1897 785,995 

1898 775,758 

1899 917,207 

1900 991,699 

1901 1,124,761 

1902 1,030,753 

1903 975,362 

1904 1,070,032 

Total for 10 

, years 9,491,828 

1905. 

10 months.. 915,869 



39,984 
40,081 
39,906 
42,042 
48,213 
56,875 
61,179 
63,501 
69,700 
79,279 



929,479 
810,717 
746,089 
733,716 
868,994 
934,824 
1,063,582 
967,252 
905,662 
990,753 



48,452 

41,268 

78,154 

82,330 

85,840 

104,157 

123,838 

153,208 

150,214 

158,825 



540,760 8,951,068 1,026,286 



66,395 849,474 135,648 



5.21 
5.09 
10.47 
11.22 
9.87 
11.14 
11.64 
15.83 
16.58 
16.03 



11.46 



15.96 



It does not appear, however, that there is a large percentage 
of revivals of the policies which lapse in the earlier years. Thus 
in 1904 the Prudential experience with reference to revivals was 
as follows: 

Of lapsed policies in force more than 3 years 46>.90 x>er cent 
were revived. 

Of lapsed policies in force from 2 to 3 years 40 per cent were 
revived. 

Of lapsed policies in force from 1 to 2 years 25 per cent were 
revived. 

Of lapsed policies in force less than 1 year 5 per cent were 
revived. 

In caie of lapse within three years nothing is paid upon the 
policy. If it is subsequently lapsed and the insured is over thir-, 
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teen years of age the company, under a statute of New Jersey 
passed in 1895 (Chapter 356), gives paid-up or extended insur- 
ance at the option of the insured for an amount equal in net value 
to at least two-thirds of the reserve. At the end of twenty years 
from the date of the policy or of any fifth year thereafter upon 
surrender of the policy within three months the company pays 
a cash surrender value. The amounts of the surrender values 
are named in the policy. Thus on the basis of a five per cent, 
premium (on other payments there are proportionate increases) 
one insured at age two would be entitled to |8.50 and one insured 
at age forty to |19 as a cash surrender value at the end of twenty 
years. The amounts paid by the company as the surrender value 
of industrial policies in the years 1900 to 1904 were as foUows : 

1900 ?320,449 64 

1901 344,736 11 

1902 374,373 60 

1903. . 410,499 55^ 

1904 596,680 11 

According to the gain and loss exhibit for 1904 the results of 
the total business of the company for that year were as follows : 

Gain from loading f2,083,816 00 

Gain from surrendered and lapsed policies 2,474,360 00 

Gain from surplus interest 656,748 00 

15,214,924 00 
Loss from mortality 1,304,433 00 

13,910,491 00 
Increase in market value 344,586 00 

Total 14,255,077 00 

22 
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It is said that the gain and loss exhibit cannot be regarded as 
entirely accurate. The Prudential urges that the gain and loss 
exhibit cannot be made up in the form in which it has been re- 
qufred by the Wisconsin Department so as to give an absolutely 
accurate result. In the case of the Prudential the loading can 
only be approximated and this item is forced in order to strike 
a balance. Still it will be noted that only 33.64 per cent, of the 
reserves released by surrender and lapse are returned in surrender 
values. 

As in the case of the Metropolitan^ the enormous expenses of 
the company are chiefly due to the requirements of the Industrial 
Department, in which substantially the same system of solicita- 
tion and sui)ervision is maintained. The company has 8,582 
agents, 1,751 assistant superintendents and 223 superintendents. 
The agents are paid in the same. manner, the compensation for 
new business is based upon net increase, and the same measures 
are taken, through charge* of excess arrears, to compel the report 
of lapses. The average income of agents, taking the first ten 
months of 1905, was found to be |14.61 a week, and of assistant 
superintendents |24.24 a week. The average income of superin- 
tendents is about J95.55 a week. The largest income is received 
by a superintendent who has been with the company over twenty- 
five years His contract, which was put in operation when the 
company first started, has not been changed and his weekly in- 
come is said to be 1531.24. 

On account of the fact that a large part of the business is par- 
ticipating, it is insisted that the surplus over the capital stock 
is not to be regarded as belonging to the stockholders. Industrial 
insurance, it is said, is still in an experimental stage in this 
country, and that the company l^as been " feeling its way" with 
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reference to the accumulations necessary for adequate security. 
While not submitting a definite scheme beyond the present par- 
ticipating balance, it is asserted by the ofScers of the company 
that practically all the surplus will ultimately be returned to 
the policy holders. 

The Prudential Company furnished computations to show the 
gains and losses for the first year of insurance for the industrial 
and ordinary departments separately. The ratios of the expenses 
of the first year of insurance to the total margins of the first 
year's premiums collected, being the loadings and the mortality 
gains, were as follows: 

Ordinary 248 per cent. 

Industrial 211 '' 



The history of the company shows not only the extremely profit- 
able character of the industrial business to the stockholders, but 
the enormous waste incident to the present methods, which raises, 
in connection with the lapse rate, a serious economic question. 

The Prudential, from 1876 to 1904, received in premiums f290,- 
091,973 ; from interest and interest income it received 120,789,916. 
Its assets on December 31, 1904, were valued at |88,511,955. Its 
total disbursements had amounted to |226,454,358. Of these dis- 
bursements the policy holders received 192,989,397, and the ex- 
penses aggregated 1133,464,941. 

The facts disclosed by the investigation direct attention to 
the work of the Department of Insurance. While the committee 
was not specifically directed to investigate this department, its 
relation to existing conditions was properly within the scope of 
the investigation and demands consideration as an important 
phase of the life insurance business in this State. 
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THE INSURANCE DEPARTMENT. 

Under the existing law, every corporation engaged wholly or in 
X>art in the transaction of the business of insurance within this 
State is required annually, within two months after the 1st day 
of January in each year, to file with the Superintendent of Insur- 
ance a verified statement showing its condition on the Slst day 
of December next preceding, in such form and containing such 
matters as the superintendent prescribes. The superintendent 
may also address any inquiries to any such corporation or its 
ofScers '^ in relation to its doings or condition, or any other mat- 
ter connected with its transactions." Every corporation so ad- 
dressed is bound "promptly and truthfully to reply in writing 
to any such inquiries and the reply must be verified by such 
officer of the corporation as the superintendent may designate." 
Further, it is the duty of the superintendent, " as often as he 
deems it expedient," to appoint one or more competent and dis- 
interested persons as examiners to inquire into the affairs of 
any such corporation. The examiners may examine under oath 
its officers and agents, and its books with reference to its busi- 
ness. The books and all its papers must be produced for their 
inspection whenever required. The examiner must make a full 
and true report^ under his oath, of every examination. Provision 
is made for giving a hearing to the corporation before the report 
is filed; the superintendent is authorized, if he deems it for the 
interest of the public, to publish the report or the result of the 
examination in one or more newspapers of the State, and the 
report is made " presumptive evidence in any action or proceeding 
in the name of the people against the corporation, its officers or 
agents, of the facts stated therein." The law provides that tbQ 
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expense of an examination is to be borne by the company ex- 
amined, and that the general expenses of the department, if in 
excess of its statutory fees, may be collected from the insurance 
corporation by a pro rata assessment. 

The department is at present organized with a force of three 
deputies, one actuary and nine assistant actuaries, two statis- 
ticians, one chief examiner, three special examiners, ten confiden- 
tial examiners and four appraisers, besides clerks and stenog- 
raphers. There are 433 insurance companies of various sorts 
subject to the jurisdiction of the superintendent. As evidence 
of his activity, it is said that during the administration of 
Superintendent Francis Hendricks (six years) there have been 
examined 26 life insurance companies, 85 fire insurance com- 
panies, 3 marine insurance companies, 74 United States branch 
foreign fire and marine companies, 4 United States branch fire 
and casualty companies, 9 fidelity and surety companies, 20 joint 
stock casualty companies, 3 credit and indemnity companies, 18 
title and mortgage guarantee companies, 18 fraternal orders and 
11 assessment associations, a total of 271 examinations. Superin- 
tendent Hendricks testified, when examined on December 21 last, 
that during his administration only one of all the companies under 
his supervision (a fire insurance company) had gone into the 
hands of a receiver. 

But it is not the general activity of the department that i» the 
subject of present inquiry ; nor even with reference to life insur- 
ance companies would it be possible to attempt cither an ex- 
haustive or a general review of departmental supervision, whether 
with reference to the examinations had, to the policy of the 
department in relation to technical questions or to the positions 
taken in its various rulings. Some of these have already beei^ 
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mentioned. The matters necessarily presented for consideration 
are those relating to the authority of the superintendent, and the 
manner in which it has been construed and exercised, with partic- 
ular reference to abuses in the management of life insurance 
corporations. 

It would seem that the superintendent has had ample power, 
and has been charged with the correlative duty, to inquire into 
and to ascertain the transactions of insurance companies, to the 
end that abuses may be exposed and correct administration as- 
sured. The scheme by which the superintendent may require de- 
tailed written statements, duly verified, as to any matter of 
corporate business, and may supplement these statements by an 
examination of the company's books and of the officers and agents 
under oath, would appear well calculated to prevent the secret 
growth of improi)er practices. Not only through the visitorial 
powers of the superintendent were a wholesale publicity and the 
consequent enforcement of the law to be assured, but the super- 
intendent was also charged with the duty of recommending to 
the Legislature annually such amendments to the law as in his 
judgment were needed to correct evils found to be without the 
purview of existing statutes. 

But the supervision by the department has not proved a suffi- 
cient protection against extravagance and maladministration. 
Annual statements from the corporations have been received, 
filed and published, but in many particulars without sufficient 
detail to exhibit the real efficiency of honesty of the management. 
Nor has there been suitable effort upon the facts actually reported 
to detect and expose evasions of departmental requirements and 
the resort to artifice and double dealing in ordar to avoid a true 
disclosure of the companies' affairs. For the most part a critical 
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examination of the reports so made seems to have been neglected, 
and the verification of the annual statements has been left to 
examinations conducted at irr^ular intervals. No rule seems 
to have been adopted with reference to the frequency of examina- 
tions. Thus, the Security Mutual Insurance Company has been ex- 
amined four times since its reincorporation in 1898, at its request 
and apparently with no other object than to enable it to use the 
department's certificate in support of its annual statement, while 
the Provident Savings Life Assurance Society has been examined 
only once in the past ten years (1897), and it would seem that 
this was the only examination in its history. The Metropolitan 
Life Insurance Company has also been examined only once during 
ten years, that is in 1900. The advisability of frequent examina* 
tions is suflSciently illustrated by the case of the Washington Life 
Insurance Company^ where it appeared on the examination in 
1904 that during the interval of four years since the prior exam- 
ination it had in at least two annual statements deceived the 
department by glaringly false returns of its existing liabilities, 
and that instead of having an alleged surplus of considerable 
amount its capital was seriously impaired. In connection with 
this company it may be noted that a more careful scrutiny of the 
reports to the 'department of lapsed and restored policies would 
have led at an earlier date to the investigation which appears 
finally to have been iifduced by outside criticism. The following 
is a list of the examinations of life insurance companies between 

January 1, 1895, and December 21, 1905 : 

■ 

American Union Life Insurance Company. (Reinsured 
February 18, 1901, in the Security Trust and Life Insurance 
Company of Philadelphia, Pa.) October 28, 1897, July 12, 
1900, August 3, 1900, December 27, 190O. 
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Bankers Life Insurance Company of the City ofNew Yort 
October 26, 1899, January 26, 1903, March 13, 1906. 

Brooklyn Life Insurance Company. (Reinsured in Equi- 
table Life Assurance Society of the United States on July 
22,1901). September 25, 1900. 

Equitable Life Assurance Society of the United States. 
July 9, 1895, October 13, 1902, June 30, 1905, October 17, 
1905. 

Oermania Life Insurance Co]i4)any. June 17, 1901, July 
14, 1902. 

Home Life Insurance Company. June 1, 1896, April 29, 
1901. 

Life ABSOciation of America. (On organization) August 
7, 1903. Further examinations December 14, 1904, April 6, 
1905. 

Life Insurance Club of New York. (On organization) 
May 19, 1905. 

Manhattan life Insurance Company. December 30, 1895, 
May 1, 1905, July 21, 1905. 

Metropolitan Life lui^urance Company. May 14, 1900. 

Mutual Life Insurance Company. July 17, 1895, March 
24, 1899, September 21, 1903. 

Mutual Reserve Life Insurance Company. March 15, 1896, 
May 16, 1898, August 22, 1899 (on reincorporation), April 
16, 1902, July 6, 1905. 

New York Life Insurance Company. October 16, 1899, 
August 2, 1904. 

Provident Savings Life Assurance Society. October 16, 
1897. 



Digitized byVrrOOQlC 



No. 41.] 845 

Security Mutual Life InBurance Company. April 28, 1898 
(on reincorporation), December 29, 1899, February 14, 1908, 
January 19, 1904, January 13, 1905. 

United States Life Insurance Company. December 20, 
1900; March 14, 1905, May 1, 1905. 

( Washington Life Insurance Company. December 20, 1900, 
December 29, 1904, January 18, 1905. 

Infrequent as have been the examinations of particular com- 
panies, they would still have availed in many instances to disclose 
the conditions made apparent by this investigation, had they 
been rigorously conducted with the purpose of exposing whatever 
abuses existed. It is said, however, that it has long been the tra- 
dition of the department not to concern itself with a close super- 
vision of the management of life insurance companies apart from 
the ascertainment of their solvency. It is urged with much in 
sistence that it is impossible for the department to manage tiie 
companies, and that, despite its sweeping powers, it performs its 
function if its investigations go to the extent of determining that 
the companies have sufficient assets to warrant their continuing 
in business. In this view, whether the administration of a given 
company was economical, whether excessive sums were expended 
in an unjustified race for business, whether officers were availing 
themselves of official relations to advance personal fortunes, 
whether relatives and favorites were being enriched through exor- 
bitant commission contracts, whether the companies were con- 
fining themselves to the business for which they were chartered 
or were extending their operations into other fields through the 
control of subsidiary organizations, whether books were regularly 
kept and amounts disbursed were accounted for by proper vouch- 
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era, whether secret accounts were maintained for oorropt pur- 
poses, whether directors did their duty or simply acted am the 
appointees of an autocratic management, whether policy hold^s 
were obtaining their proi)er returns through just methods of dis- 
tributions, would be questions with which the Sui)erintend^it of 
Insurance would be under no duty to concCTn himself if he were 
satisfied that the company had abundant resources to meet all its 
liabilities. 

The reports frcwn time to time made to the superintendent by 
his examiners are not consistent with so narrow a conception of 
official duty. In some cases such questions have been closely 
examined, and in others, as for example, that of iheMuttial Reserve 
Fund Life Association, serious charges have largely been ignored. 
But the position taken by the department with regard to the 
extent of its supervision and the professed scope and actual 
limitations of the examinations it has conducted are not only 
sufficiently but best illustrated by its course with reference to 
the three great companies as contrasted with the facts now shown 
to exist. 

Thus the Mutual Life Insurance Company was ^amined by the 
department in 1898. It seems to have been occasioned by a de- 
mand for an examination by commissioners of insurance of other 
states, which led to a request on the part of the company that 
the New York Superintendent should make an examination. This 
was done, representatives of the other commissioners partici- 
pating in the work. The examination covered a period of nearly 
four months. Its purpose, method and extent are thus stated in 
the officially published report of Chief Examiner Isaac Vander- 
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poel to Superintendent Lonis P. Payn under date of March 24, 
1899: 

" I submit herewith report on examination of the Mutual 
Life Insurance Company of New York as -directed by your 
appointment under date of May 2, 1898. The examination 
has contemplated a verification of the company's annual 
statement to the Insurance Department and the report ex- 
hibits the condition of the company on December 31, 1897, 
together with the receipts and disburs^nents for that year as 
shown by the examination, the scope of which included the 
transactions of the company as to receipts and disbursemeniB 
from December 31, 1894, to December 31, 1897, a period cov- 
ering three years. 

" The company's condition on December 31, 1894, having 
been ascertained by an examination of its affairs made by 
this department, the figures representing its net or ledger 
assets at that time were increased by the company's receipts 
since then, less the disbursements during the same period, to 
test the correctness of the amount reported on December 31, 
1897, as being its ledger assets. For the years 1895 and 
1896 the investigation was confined to the examination of 
the company's receipts and disbursements as evidenced by its 
various books of accounts running from cash books or books 
of original entry to ledgers, and for 1897, in addition to this, 
the payments of all moneys have been accounted for by an 
examination of the receipt vouchers taken by the company 
covering payments on policy holders' accounts or for expenses 
of management. Thus each item composing the total of |36,- 
124,060.99 of disbursements for 1897 was examined and 
accounted for." 
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Upon the results of this examination Superintendent Pajn 
commented in his annual report to the Legislature in 1899 as fol- 
lows: 

'* The work of conducting this investigation (including the 
appraisal of such company's real estate as had not been 
appraised by this department on the examination of 1894) 
covered a period of six months and necessitated the employ- 
ment of a very considerable force in order that the investiga- 
tion might be thorough and complete, which I am satisfied it 
has been. It contemplated an analysis of the company's 
receipts and disbursements since the last examination by 
this department December 31, 1894, and while I do not deem 
examinations of corporations of this class essential at such 
short intervals as three years, yet I am satisfied that the 
action of the company's ofQcers in requesting this examination 
to be made by me will be indorsed by its policy holders. The 
investigation conclusively shows that the interests of its 
policy holders are amply conserved by the oflScers and direc- 
tors. I am satisfied the methods adopted by the company in 
the accretion of surplus funds and their apportionment 
among policy holders by way of dividends are equitable and 
secure uniformity of distributions among the various kinds 
or classes of policies. The investments of its funds, its 
receipts and disbursements for the years 1895, 1896 and 1897, 
have been examined and checked with the company's annual 
statements for these years and the memoranda covering these 
items, together with reports of appraisers and of counsel, 
and also various schedules and exhibits, representing in 
detail the methods by which totals of figures are arrived at 
are now on file in this department." 



Digiti 



ized by Google 



No. 41.1 349 

This company was again examined in 1903 and the report of 
Chief Examiner Vanderpoel to Superintendent Hendricks under 
date of September 24, 1903, shows clearly the professed scope of 
the examination. It was formally represented to Superintendent 
Hendricks that the examination had tested methods of adminis- 
tration and established the fact that the welfare of the policy 
holders had been conserved by the character of the management. 
Mr. Vanderpoel in his report, published by the superintendent, 
sajB: 

" In an examination of a life insurance corporation whose 
transactions are as extensive as those of the Mutual Life, it 
is made necessary to formulate a line of procedure as to the 
general scheme of the work, which will result in ultimately 
arriving at a comprehensive result. If the scope of the 
investigation were confined solely to ascertaining the fact 
that the corporation was solvent under the law, that is, that 
its assets were properly invested thereunder and equal to or 
in excess of liabilities, the time occupied in determining this 
question would be relatively limited compared to that re- 
quired to determine likewise whether the company had been 
managed in the best interests of policy holders, the cost of 
whose insurance to them, in a purely mutual company, 
depends largely upon an intelligent administration of its 
affairs. 

"An examination therefore of receipts and disbursements 
for a series of years becomes necessary, if we are to arrive 
at any idea of the conduct of a company's business with the 
view of confirming the belief that the welfare of all policy 
holders has been conserved by the character of its manage- 
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ment in the past. I believe the time occupied in establishing 
this fact was amply warranted. It necessitated, among ofther 
things, inspecting and reviewing in specific detail as to items 
contained therein the monthly reports of all agencies since 
December 31, 1897. Thus agency receipts from new and 
renewal premiums with corresponding commission disburse- 
ments and all expenses of every nature pertaining to the pro- 
curing of new business or the renewing of old have been thor- 
oughly examined, both as to domestic agencies and agencies 
under the supervision of the company's foreign department 
So also have all disbursements for expenses properly chargea- 
ble to home office been exhaustively reviewed. Every facility 
was afforded by the company's officers and the heads of its 
several departments to thoroughly accomplish the work which 
has been materially expedited by the admirable methods in 
vogue at the home office in the handling of accounts and keep- 
ing of books of initial or final entry." 

In striking contrast with this official report is the actual course 
of the examination which preceded it, as disclosed by the testi- 
mony taken by your Committee. The examiner did not know and 
made no effort to ascertain the salaries paid to individual officers. 
He did not know and made no effort to ascertain the amount -paid 
the son of the president of the company or the terms of the con- 
tract under which he had been receiving excessive commissions 
upon foreign business. Nor did he allude to the exorbitant 
compensation paid to the firm of C. H. Raymond & Company, of 
which President McCurdy's son-in-law was a member. No attempt 
was made to ascertain whether moneys had been spent properly 
or improperly. The fact that a disbursement was approved by 
the stamp of the Committee on Expenditures was deemed a suffi- 
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cient justification for the payment Vouchers answered the pur- 
pose if they covered the amount called for by the books, regard- 
less of the question whether the amounts were actually expended 
as therein stated op of the excessive outlays attributed to particu- 
lar departments. Concealed payments under vouchers for moneys 
drawn by the chairman of the expenditure committee, and the 
enormous totals disbursed it the Supply Department, und^r the 
management of Andrew C. Fields, either escaped attention or 
were treated as without significance. No officer, or committee- 
man or agent was examined under oath. Despite the language 
of the report, there had been no real effort to detect abuses in 
administration. As a test of the character of the management 
the examination was plainly a farce. 

Mr. Vanderpoel testified that his examination in the case of the 
Mutual was in accordance with the established usages of the 
department. He stated that he was made chief examiner in 1895, 
and thereafter continued the method of examination which 
previously had been employed. 

For several years the department has maintained for its con- 
venience an office in New York City, through which the examina- 
tions of, companies having their principal place of business in 
that city have been conducted. Robert H. Hunter, the first 
deputy, has been in charge of that office since 1897, having in most 
cases immediate supervision of the work of the examining force. 
It is apparent that no suitable steps have been taken to insure 
thoroughness of the examinations with reference to official fidelity 
or so to direct, by special instructions, the course of inquiry, as 
to safeguard the interests of policy holders by an exposure of 
wasteful expenditure or corrupt practices. The final responsi- 
bility for this neglect, however, must rest with the Superintendent 
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of Insurance. Superintendent- Hendricks and his predecessors^ 
seem uniformly to have relied upon the reports of the examiners, 
and have permitted them and the deputy in charge to conduct the 
examinations in their own way, practically without direction or 
interference. 

The New York Life Insurance Company was examined in 1899 
and in 1904. In the report of the former made by Examiner Van- 
derpoel to Superintendent Payn on October 16, 1899, it is said : 

"The examination contemplated an investigation of the 
various items composing the company's annual statement to 
the Insurance Department of New YoA fbr the year ending 
December 31, 1898. The manner in which these items were 
made up has been investigated by a thorough inspection of 
the company's books and records of all description and the 
accuracy of the figures composing the annual return in 
question has been verified in practically every instance. 

"The receipts of the company during the year 1898 
amounted to f45,431,916.51 and the disbursements during the 
same period to f 30,498,953.01. Each separate item of receipts 
and disbursements has been examined and its correctness 
tested by the most careful checking of the company's accounts 
and oflBce records of every description.'* 

The examination of 1904 purported to be an exhaustive one and 
included a visit of the examiner to the European headquarters at 
Paris ^or the purpose of investigating the records of the foreign 
business. But neither this report nor the earlier one alludes to 
any of the transactions of the company which have attracted 
attention in the present inquiry. No mention was made of tiie 
extraordinary payments for legal expenses or of Andrew Ham- 
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ilton and his work. Although the treasury department ledger 
was before the examiner, none of the inquiries naturally sug- 
gested by the accounts of syndicate profits were, prosecuted, and 
the transactions in " non-ledger " securities either were undiscov- 
ered or ignored. An important object of the examination was to 
verify the annual statement, yet nothing is said of the proceed- 
ings by which transactions and interests of the company were 
concealed from its reports. On the other hand, Mr. VanderpoePs 
report to Superintendent Hendricks under date of August 2, 
1904, feiates: 

" Th« examination of the New York Life Insurance Com- 
pany — ^made under the direction of your commission of. ap- 
pointment dated Jamuary 11, 1904 — ^having been completed, 
I beg to tramsmit to you the result of said examination in the 
accompanying report showing the condition of the company 
December 31, 1903, confirming the correctness of its annual 
statement to the Insurance Department for the calendar year 
then ending, and likewise verifying the. annual returns for 
the four previous years succeeding the prior examination 
made to December 31, 1898." 

With regard to the company's disbursements the report con- 
tinues : 

" A complete checking and auditing of these items in their 
entirety would have been a task so lengthy as to be impossible 
of accomplishment within any reasonable period. ' Nor would 
it, I think, have proved more thorough or complete than the 
method adopted in this and other examinations of life insur- 
ance corporations of this magnitude of calling for accounts 

and vouchers at random. 
23 
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'^ The bulkiness of this portion of the examination work was 
rendered even more extensive than usual in the present in- 
stance by reason of the numerous returns required by this 
company of its (approximately) 200 cashiers who report their 
premium collections and make remittances to the home office 
daily. This, as will be seen, would for the year 1903 involve 
the handling of some 60,000 separate accounts alone. 

" Receipt vouchers to a considerable number, covering dis- 
bursements on every account, have been examined and traced 
through all subordinate books of initial entry from cash to 
ledger. Check books and returned checks were also liberally 
examined in connection with these receipts for the payment 
of moneys by the company. The result of this work I believe 
amply justifies the conclusion that all disbursements found 
to have been made incidental to the expense of conducting 
business were in no sense excessive, unreasonable or not 
warranted. 

" The oflBcers and representatives of the company gave your 
examiners full and free access to all its records and aided 
them in every way in their endeavor to accomplish the work 
thoroughly and expeditiously." 

The Equitable Life Assurance Society was examined in 1902. 
Like the others it was conducted through the New York oflBce and 
purported to be a complete examination. But its perfunctory 
character is'sufficiently shown by the fact that the report of the 
examiner fails to give the slightest intimation of the existence of 
any of the abuses which, recently disclosed, have outraged public 
sentiment. There is no hint of extravagant expenditures, of ir- 
regular accounts, or of the manipulation of corporate investments 
for the profit of the officers. The palpable evasion of the law gov- 
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eming the anntial statement in the making of the pretended '^ end 
of the year*' loans, although known to the exatniner, was Jeft 
unchallenged. In his report under date of October 13, 1902, Mr. 
Yanderpool said: 

" The company's condition was certified to as the result of 
an examination by the Insurance Department of New York, 
made in the years 1894-5, said examination haying been 
brought down to December 31, 1894. The scheme of the 
present examination, among other things, contemplated the 
plan, adopted in previous examinations, of selecting at ran- 
dom various items of receipts and disbursements, as reported 
in annual statements since 1894, and verifying the accuracy 
of the same by an audit made from a checking of the numer- 
ous vouchers from which these items were derived. 

" In the case, of receipts and disbursements represented in 
the accounts of agents, both domestic and foreign, every 
agent's report to the company, rendered since 1894, has been 
examined and followed into the subsidiary cash used by the 
company in posting these voluminous accounts in its books 
of original entry. From them the entries were checked to 
journals and finally into ledgers, the totals of which are re- 
turned in the several statements made to the Insurance De- 
partment since its examination of the company in 1894. 
Thus the various items of premiums, commissions and allow- 
ances to agents, medical expenses, advertising, dividends to 
policy holders, taxes, foreign exchange, etc., have been sever- 
ally investigated and traced in the manner outlined above, 
into the annual statements referred to. 

" The examination was begun in April last, and has occu- 
pied the entire attention of the examining force until the pres- 
ent time. Every facility has been accorded them by the 
representatives of the company in its endeSMi°\o expedite 
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the work, and ample opportunity ha« always been afforded 
to investigate and verify the nature of all transactions relat- 
ing to the conduct of its affairs/' 

The first criticism of the management of this company was in 
the report of the superintendent in June, 1905, after dissensions 
am^ng its officers had brought censurable practices within the 
public cognizance. 

Practically it may be said that in the case of these large com- 
panies no serious effort to insure the correct administration of 
their affairs has been made until within the last year, while mis- 
leading reports, conveying the impression that such matters had 
been the subject of investigation, have from time to time been 
presented officially to the Legislature and distributed as public 
documents, thus placing upon the management of these companies 
transacting their vast business throughout the world the seal of 
official approval. 

This condition has not resulted, as has been stated, from lack 
of legal authority either to inquire into the irregularities now 
exposed or to compel reports which would have disclosed them. 
No substantial amplification of the powers or authority of the 
department seems necessary; It is recommended hereafter in this 
report that the superintendent be empowered to examine persons 
not officers or agents of the corporation who may be deemed' to 
possess material information. It is also recommended that the 
companies be required to furnish additional information in their 
annual statements, but such information could have been required 
by the superintendent. Most of the evils which have been dis- 
closed by the investigation would have been impossible had there 
been a vigorous performance of the duties already laid upcm the 
department, a vigilant watchfulness in the interest of policy 
holders, and a courageous exercise of the powers which the statute 
confers. 



Digitized byVrrOOQlC 



REMEDIAL LEGISLATION. 



The matters demanding the consideration of the Legislature 
for the purpose of remedying existing evils and of establishing 
more securely the business of life insurance in this State may be 
grouped under the following heads: 

(1) Organization of life insurance corporations. 

(2) Control, or the rights of policy holders in the election 

of directors. 

(3) Retirement of stock. 

(4) Investments, including syndicate participations. 

(5) Limitation of new business. 

(6) Political contributions. 

(7) Lobbying. 

(8) Limitation of expenses. 

(9) Valuation of policies. 

(10) Rebates. 

(11) Surrender values. 

(12) Ascertainment and distribution of surplus. 

(13) Remedies of policy holders, or right to resort to thef 

courts. 

(14) Forms of policies. 

(15) Publicity and State supervision. 

(16) Penalties. 
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ORGANIZATION OF LIFE INSURANCE CORPORATIONS. 

Under existing law a mutnal life insurance corporation with- 
out capital stock cannot be organized save for the purpose of 
transacting business upon the cooperative or assessment plan 
or upon the so-called "stipulated premium" plan or as a fra- 
ternal society. In other words, Article II. of the Insurance 
Law, under which life insurance corporations transact business 
upon the ordinary level premium basis with full legal reserve, 
seems to be inapplicable unless the company has a capital stock. 
Prior to 1849 the business of insurance had been transacted 
largely by corporations created under special acts. A general 
insurance law applicable to marine, fire and life insurance com- 
panies was passed in 1849 (chapter 308). In 1853 a general law 
was enacted providing for the formation of life insurance com- 
panies (chapter 463). The provisions of these general acts rela- 
tive to the formation of corporations with capital stock were 
substantially retained in the revision of 1892 (Article II. of the 
Insurance Law relating to " life, health and casualty insurance 
corporations"). Under amendments of Section 52 of the In- 
surance Law life insurance corporations originally organized as 
purely mutual have been permitted to reincorporate so as to' 
come under Article IL, which now governs both stock companies 
and such reincorporated mutual companies* We have therefore 
in this State, exclusive of assessment and fraternal organiza- 
tions, mutual life insurance companies created by special act, 
mutual life insurance companies subject to the provisions of 
Article II. through reincorporation and stock corporations either 
formed under the present Insurance Law or previously created; 
but there is no general provision or plan for the organization of 
mutual level premium companies. 
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It would appear to be an anomaly in the law that a life insur- 
ance corporation may be formed upon a purely mutual basis to 
transact business as a co-operative or assessment concern with* 
out adequate reserves, while a mutual company is not permitted 
to be formed in such a manner that a full reserve through a 
proper valuation of its risks may be required. In all successful 
life insurance companies the capital stock soon comes to bear 
an insignificant relation to the resources of the company pro- 
vided by its policy holders. The plan of procuring the funds 
necessary to start the corporation through a subscription to 
shares is of obvious convenience at the outset, but if the cor- 
poration is ever to be established upon a secure basis it must 
be by a distribution of its risks over a large number of policy 
holders, who, whatever their formal relation to the coApany, 
have in effect combined in a common adventure to provide pro- 
tection to all from a loss which in time is certain to fall upon 
each one. Without going so far as to prohibit the further or- 
ganization of stock corporations it would seem to be wise not 
to prohibit, but rather to encourage, the formation of mutual 
companies upon a full legal reserve basis, provided suitable 
guaranties are given of the hona fides and soundness of the 
enterprise. 

The Committee therefore recommends that Article II. of the 
Insurance Law be so amended as to permit the formation there- 
under of mutual corporations without capital stock to transact 
the business of life insurance and for such other purposes as 
are authorized to be connected therewith in the case of stock 
corporations; provided that at least 500 persons have subscribed 
in writing to become members therein in the aggregate amount 
of at least |1,000,000 to be insured upon their lives, and shall 
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have each paid m one full annnal premium in cash upon the 
insurance subscribed for, and provided further that it shall make 
the same deposits with the Superintendent of Insurance that are 
required of stock corporations formed for similar purposes. A 
company thus organized will provide all the security that is 
afforded on the formation of a stock corporation and a much 
greater assurance of success through the membership with which 
it begins business. 

Section 200, permitting the incorporation of companies upon 
the co-operative o^ assessment plan, should be amended so as not 
to permit such companies to be incorporated in the future, and 
foreign companies of this sort not already transacting business 
in this State should not be permitted to enter the State. Com- 
panies of this class, aside from the voluntary reserves they may 
maintain, afford practically no security to their policy holders 
other than their capacity to levy assessments. In most cases 
their history presents a record of deception and delusion. Too 
frequently they invite disaster by offering insurance below its 
actual cost and inflict disappointment and serious loss upon 
those who have confided in an attractive scheme for cheap insur- 
ance and are unable to pay the readjusted rates which in the 
course of time must inevitably be demanded. , 

To increase the reserve required of such companies without 
bringing it up to the full standard maintained in the case of 
ordinary life insurance corporations doing business upon a level 
premium basis will, the Committee believes, prove futile. Such 
a provision would not only leave the reserve inadequate, but 
would promote misapprehension by creating an appearance of 
security through compliance with a new though insuflScient legal 
standard. To this criticism the " Stipulated Premium " Iolw 
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(Article X. of the Imitirance Law) paBsed in 1898 wad justly 
subject Its pui^se was to enable a corporation to escape from 
the general class of assessment companies and place itself on an 
apparently level or so-called "stipulated'' premium basis al- 
though retaining the right to levy special assessments, but on 
the other hand it was not compelled to maintain the full reserve 
required of companies organized under Article II. nor a reserve 
su£Scient for the safety of its members. It could gain the ad- 
vantage of receiving from the superintendent a certificate that 
it had complied with the law as to reserves, although the reserves 
so required were themselves insufficient. Only one company rein- 
corporated under this law and that swiftly availed itself of an 
opportunity which the law afforded it to reincorporate under 
Article II. 

While on account of the serious injury which thereby might 
be inflicted upon innocent policy holders the committee is not 
prepared to recommend that existing domestic assessment or 
co-operative corporations should be prohibited from continuing 
their business and that foreign companies heretofore admitted to 
transact business within the State upon this basis should be 
debarred ther^rom, yet the committee is decidedly of the opinion 
that no new corporations should be formed or admitted within 
the State to do business of this character. 

It is also the <q)inion of the committee that full opportunity 
should be afforded to existing assessment companies, which have 
accumulated sufficient resources, to reincorporate under Article 
II. of the Insurance Law, subject to a requirement for full re- 
serve with reference to policies issued either prior or subsequent 
to such reincorporation. The law should be amended accord- 
ingly. 
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The " Stipulated Premium " Law (Article X. of the Insurance 
Law), now practically of no importance, but still furnishing 
legal authority for the formation of corporations upon an unsat- 
isfactory plan and also for the reincorporation of assessment 
associations with a pretense of adequate reserves, should be 
repealed. 

As the Committee was unable to investigate fraternal societies, 
it makes no recommendation with reference to their organization 
and suggests no amendments to Article VII. providing therefor. 

CONTROL, OR THE RIGHTS OF POLICY HOLDERS IN 
THE ELECTION OF DIRECTORS. 

(a) Mutual and mixed corporations. 

Of the fifteen life insurance corporations (exclusive of assess- 
ment companies and fraternal societies) organized ' under the 
laws of this State, four, the Mutual, the "New York Life, the 
Mutual Reserve and the Security Mutual, are purely mutual 
companies; in four others, the Manhattan, the Oemumia, the 
Home and the Metropolitan, although stock corporations, policy 
holders are entitled to vote for directors, and in eadi ease, despite 
various provisions as to qualifications and manner of voting, the 
policy holders would, if they exercised their right, be able to 
control the corporation. These companies, while a bare majority 
in number, represent more than two-thirds of the outstanding 
insurance, exclusive of industrial policies, written by the fifteen 
companies. 

Notwithstanding their theoretical rights, policy holders have 
had little or no voice in the managemeiit. Entrenched behind 
proxies, easily collected by subservient ageuts and running for 
long periods, unless expressly revoked, the officers of these corn- 
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panies have occupied unassailable positions and have been able 
to exercise despotic power. Ownership of the entire stock of 
an unmixed stock corporation scarcely could give a tenure more 
secure. The most fertile source of evils in administration has 
been irresponsibility of official power. However much this may 
be expected in the case of absolute stock control, in that of a 
mutual company it proceeds from a flagrant disregard of the 
law of its being. While it would be plainly unwise that the 
management of a life insurance company should be rendered 
unstable or that its personnel should be frequentiy changed, it 
is of the first importance that officers should realize their direct 
responsibility to those whom they represent and should rely 
for their continuance in. office upon proved efficiency and not 
upon a practical inability of the policy holders to depose them. 

Difficult as the problem is, effort to solve it should not be 
abandoned because of the enormous number of policy holders 
in the large companies. Nor is it necessary to propose a plan 
which will be sure to result in the exercise of their rights by 
all policy holders. The end to be attained is to provide the means 
for a free and effective expression of the wish of the policy 
holders at all times, and particularly in an emergency, and 
to destroy the machinery by which in the past they have been 
rendered all but helpless. The business of life insurance, as 
has already been said, is fundamentally mutual in principle and 
the best possible provision should be made for the representa- 
tion of members in the government of companies that avowedly 
transact their business upon this basis. 

Various suggestions have been made to the effect that policy 
holders ^ in general are incompetent to vote intelligently for 
directors, and that their interest would be stinml^^ted^nd e^ 
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better result attained if an electoral college or a class of gen- 
eral trustees should be chosen, who in turn should select the 
directors. Under such a plan the policy holders, it has been 
said, might be divided according to geographical districts, within 
which men of distinguished character and experience might be 
chosen for the purpose of representing the policy holders in the 
election. To such a plan, however, there is the obvious objection 
th^t the policy holder would be deprived of the right to cast 
his vote directly and would be limited to the selection of a repre- 
sentative of his district — only one of a large electoral body. It 
would be more than likely to result in the end in the election 
by districts of men pledged to the support of certain candidates 
• for directorships, while complicating the machinery incident to 
their selection. It might easily increase to an important degree 
the diflSculty of meeting an ^emergency, by requiring separate 
campaigns on behalf of policy holders in a large number of 
districts against an administration possessed of the advantages 
of a well equipped organization. The Committee is satisfied that 
the right of policy holders to cast their votes directly for their 
trustees should be retained and that in case it becomes important 
that they should combine for the protection of their iAterests 
they should not be trammeled by any reference to geographical 
or other divisions. 

It has also been suggested that all voting by proxy should be 
prohibited. This seems to the committee to be an ill-advised 
remedy. It would "be an altogether unjust restriction to compel 
the policy liolder to cast his vote in person. There is no good 
reason why, as a member of the corporation, he should not have 
the ordinary privilege of voting through his appointed agent. 
To compel him to aead his vote by mail would not provide an 
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adeqnate substitute, as this would tend to interfere with a desir- 
able freedom in the combination of policy holders and also pre- 
vent pdlicy holders at a distance and without suflScient informa- 
tion as to candidates from appointing those in whom they had 
confidence to vote on their behalf. The evil does not lurk in a 
vote by representation, but in the continuance of the representa- 
tion under conditions which give peculiar advantages to the 
corporate managers. Not only should the policy holder not be 
disfranchised by depriving him of the right to cast his vote 
directly, but he should be privileged to combine with other 
policy holders within or without his vicinage by giving proxies 
to trusted agents who may either vote for specified candidates, 
or if desired, exercise their authority according to their discre- 
tion. On the other hand, it is the judgment of the committee 
that proxies should not only be revocable at pleasure, but should 
be required to be given within two months of the election and 
should be valid only for that election. All existing proxies should 
be declared void. 

But while a policy holder should not be limited to voting in 
person or by mail, there seems to be no suflScient reason why 
he should not be permitted to vote in either of these ways if he 
so desires. At first blush there seems to be a serious objection 
to voting by mail in the lack of any suitable authentication of 
the ballot, but this objection applies equally to proxies, which 
are generally authenticated only by the name of a witness. 
Ballots sent by mail may be similarly authenticated, and voting 
in this manner onay properly be confined to the use of forms of 
ballots furnished for the purpose. 

This freedom in voting, however, will be of slight aid if further 
opportunity is not afforded for arousing and concentrating the 



Digiti 



ized by Google 



866 [Assembly 

interest of policy holders. Policy holders should have appro- 
priate means of learning who are their fellow policy holders, 
so that they may readily communicate with each other and eflfect 
combinations. The management should name its candidates so 
that their qualifications for the oflSce of director may be dis- 
cussed and appraised and the importance of opposition duly 
estimated. Full opportunity should be afforded for direct and 
independent nominations by the policy holders, and the company 
should be compelled to place in the hands of every policy holder 
a ballot containing the names of all nominees. In order to avoid 
the possibility of an attempt to forestall opposition by the nomi- 
nation of unexceptionable candidates and the subsequent substi- 
tution of an inferior ticket, the election ohould be limited to 
those who have been nominated in a prescribed manner. 

With these objects in view, the following plan is recommended : 
At least five months prior to each election, lists of policy holders 
having at least |1,000 of insurance in force, properly classified 
by states and countries, giving names and addresses, but not 
the amount of insurance, should be filed with the Superintendent 
of Insurance, and similar lists should be open to inspection at 
the home oflSce of the corporation. Lists, also open to inspection 
of policy holders within each State and foreign country, should 
be filed at the general agencies of the company in such jurisdic- 
tions. The above limitation as to the amount of insurance will 
serve to exclude the holders of industrial policies, who in the 
Metropolitan Company number several millions. But it seems 
impracticable to include them in the provision for open lists, 
although they will retain their voting privilege. Voting should 
be limited to those who have been insured at least one year before 
the election, and whose policies are still in force when the elec- 
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tion is held. The Board of Trustees or directors should annually 
nominate candidates to be voted for at the next election, and 
should file its nominations with the Superintendent of Insurance 
at least four months before the election, together with a desig- 
nation of persons to receive proxies to vote for such candidates. 
It should also be provided that any group of one hundred mem- 
bers should be privileged tq make and file with the Superin- 
tendent independent nominations, together with names of per- 
sons who will receive proxies to vote for the candidates, at 
least three months before the election. The corporation should 
be required at least two months prior to the election to mail 
to each policy holder notice of the election, together with a 
suitable ballot containing the names of all the candidates whose 
nominations have been duly filed, with properly addressed 
envelope inclosed for the return of the ballot. The periods above 
mentioned have been fixed in order to give opportunity .to reach 
distant policy holders. Votes should be limited to the nominated 
candidates and suitable provisions should be made for new nomi- 
nations, and the casting of votes under proxies, in case of the 
death or incapacity of any i)erson nominated. Provision should 
also be made for the proper custody of ballots received by mail 
and disinterested persons should be appointed to act as inspectors 
of election. 
To recapitulate, the laws should provide: 

(1) For accessible lists of policy holders. 

(2) For the nomination of candidates representing the ad- 
ministration. 

(3) For independent nominations whenever desired. 

(4) For the circulation by the company of ballots containing 
names of all candidates. 
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(6) For the cancellation of existing proxies. 

(6) For voting either in person, by mail or by proxy, but for 
the limitation of the life of proxies to two months preceding 
a given election. 

It is believed that such a plan will promote a just conser 
vatism and the continuance in ofSce of efficient administrators, 
while affording the fullest opportunity for the expression of the 
wishes of policy holders whenever there is reasonable ground 
to believe that a change of management is advisable for the 
protection of their interests. 

The present directors of inutual life insurance companies w 
this State have been elected without the. actual participation 
in their Selection of any considerable number of policy holders. 
It is important that an opportunity should be given to the policy 
holders to elect entirely new boards of directors as soon as the 
provisions of law above recommended can be made applicable. 
To that end the Committee recommends that a special act should 
be enacted providing for the expiration of the terms of office 
of existing directors of such companies on the 15th day of No- 
vember next and that the annual meetings which would otherwise 
be held at an earlier date should be postponed to that time. In 
this way it will be possible for lists of policy holders to be filed 
under the statute, for nominations to be made and for the policy 
holders to cast their votes in person, by proxy or by mail, as 
they may desire. All existing proxies should be declared void 
so that no proxies should be voted at such election other than 
those which are given under the statute within two months prior 
thereto. The first election should be under the supervision of 
the Superintendent of Insurance, who should be directed to ap- 
point inspectors of election and see that it is conducted according 



Digitized byVrrOOQlC 



No. 410 869 

to law. The new boards of directors should divide themselves 
into two classes so that thereafter one-half of the board may 
be elected annually and errors in management promptly corrected. 

As the annual election in one of these companies would other- 
wise take place in April, it is important that this special act 
should be passed immediately. 

(b) Stock corporations. 

While both stock and mutual corporations have exhibited the 
abuses incident to management without a becoming sense of re- 
sponsibility, the latter are more amenable to the demands of 
public sentiment and proper provision for the exercise of the 
rights of policy holders provides a check apart from the necessities 
of competition or the fear of judicial intervention. The advan- 
tages supposed to reside in the control of a majority of the stock 
in corporations where shareholders alone are entitled to vote 
have been illustrated by the excessive amounts offered for the 
stock of the Equitable Society, with dividends limited to seven 
per cent, annually upon a par value of |100,000 and the business 
of which has been conducted upon the most explicit representa- 
tions that the Society was committed to the mutual principle. Re- 
peatedly have its officers stated under oath that its stockholders 
had no interest in its surplus and yet the purchase by a promi- 
nent financier of 150,200 of its stock in par value at a price of 
f2,500,000, despite an unequivocal statement of the absence of 
selfish intention and the immediate transfer of the purchased 
shares to distinguished trustees under a plan inviting the co-ope- 
ration of policy holders in the choice of directors, awakened no 
little public protest and was viewed as a matter of serious concern 
by other financial interests. No exception can be taken to the 

ability, the judgment and the character of those who are acting 
24 
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as trustees of a majority of the Equitable shares, but theiT ap- 
pointment and their efforts to ascertain the wishes of the policy 
holdera as a guide to the selection of an ultimate majority of the 
Board affords a most important exposition of the conviction that 
stock control of large life insurance corporations no longer com- 
mands the public confidence. 

The manner in which the stock of the Provident Savings was 
acquired some years ago, largely through the use of the company's 
own funds, and the efforts to secure a control of the Bankers' Life, 
as a prominent feature of an investment company, point clearly 
to the dangers of stock ownership, with exclusive voting privi- 
leges, as inviting speculative purchases with an eye to the benefits 
which may directly or indirectly flow from the control of the 
business ahd property of such corporations. 

The policy holders, while having only contractual rights, are npt 
in a position to withdraw without loss in case the control of the 
company is abused; they have engaged in a venture and contri- 
buted their money for the success of a corporation without pros- 
pect of return unless they continue their policies. It is but just 
that in view of the peculiar nature of the institution they should 
be admitted to a voice in the selection of directors and that this 
should be accomplished by direct permission of law without com- 
pelling those who are desirous of giving them this right to resort 
to the indirect method of a voting trust, which necessarily, imder 
existing statutes, is a temporary expedient. 

While the constitutionality of giving to policy holders the right 
to vote for directors in stock corporations without the unanimous 
consent of the stockholders has not specifically been adjudged, the 
recent opinions rendered by the Appellate Division of the Second 
Department in the case of Lord vs. Equitable Life Assurance 



Digitized byVrrOOQlC 



No. 41.] 371 

Society favor the conclusion that such a law would be sustained. 
Mr. Justice Maddox at Special Term had announced a contrary 
view and upon the decision of the appeal the matter was discussed 
in the prevailing opinion of Mr. Justice Woodward. After re- 
ferring to the general proposition announced in a recent case by 
Mr. Justice Hatch, that under its reserve power to alter and re- 
peal charters the Legislature was competent to regulate and con- 
trol the internal management of a corporation so far as it had 
relation to the public and concerned the policy of the State, even 
though the exercise of the power added to the burdens of the 
stockholder, by decreasing his liability, or diminished the value 
of his stock or changed the name, offices or proportion in manage- 
ment and control of the corporation, the learned Justice said : 

" While the authorities are, as we believe, clear upon the 
proposition stated by Mr. Justice Hatch in reference to cor- 
porations generally, we are equally persuaded that in refer- 
ence to life insurance companies the power may be very 
appropriately exercised. As we have already pointed out, 
the character of life insurance contracts is peculiar; the 
annual premiums not only pay the current risk, but they con- 
stitute partial payments upon the full life term, subject to 
forfeiture under certain stated conditions, and the policy 
holders are peculiarly interested in the life of the company 
and the method of its management. In fact, as a practical 
proposition, although the policy holders technically occupy 
the relation of creditors to the corporation they are the cap- 
italists ; they are the ones who furnish the money upon which 
the business is conducted. * TJie insured parties are asso- 
ciates in a great scheme. This associated relation exists 
whether the company be a mutual one or not. Each is inter- 
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ested in the engagement of all ; for out of the coexistence of 
many risks arises the law of average which underlies the 
whole business' {New York Life Insurance Company vs. 
Statham, 93 U. S., 24, 31). The original stock subscription 
of f 100,000, under the provisions of the law as it stood at 
the time of the organization of the defendant company, was 
invested in securities and deposited with the Comptroller, 
and this capital has never been employed in the business, ex- 
cept as it has stood as a guarantee fund for the payment of 
policies. All the rest of the capital, with a surplus of |80,- 
000,000, has been contributed by the policy holders in a com- 
pany which pledged itself in its charter to conduct its busi- 
ness on the mutual plan and to distribute at intervals an 
equitable proportion of the surplus after providing for all the 
liabilities of the company. The original investment is hardly 
a factor in the affairs of the company; it has never been in- 
vested in the sense that capital is invested in a manufactur- 
ing corporation, and while the stockholders are technically 
the equitable owners of the assets of the corporation the 
policy holders who have life contracts to be fulfilled and who 
have been promised an equitable distribution of the surplus 
are the ones who have furnished all of the active capital as 
well as all the vast surplus. Nearly f 1,500,000,000 of these 
policies are now outstanding; over half a million of people 
are annually contributing to the resources of the defendant 
and each one of these contributors if he is the holder of a life 
policy has an interest in the company, a tangible interest in 
the surplus and the continued solvency of the corporation. 
Why, then, if the Legislature should deem it imprudent to 
trust these assets and the corporate business to the directors 
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choeen by the representatives of the |100,000 of the original 
capital stock, should there be any question as to the author- 
ity of the sovereign power of the State to change the method 
of electing directors? The stockholders would not be de- 
prived of any property; they would still have their stock; 
they would still have the right to participate in the assets of 
the corporation to the extent of their holdings in the event 
of the corporation going into dissolution; they would still 
have the right to participate in the choice of directors ; they 
would still have equitable rights which the courts might pro- 
tect in the event of abuses in the management of the coip- 
pany ; they would have all of the rights which they now have, 
except the right of the representatives of f 100,000 of idle 
capital to control the millions of dollars of assets of the de- 
fendant which are dedicated to the interests of policy holders 
and in this way thfey would have a voting power all out of 
proportion to the amount of their investment. What is there 
in this inconsistent with the right of the Legislature to amend 
the charter and to take from the stockholders a portion of 
their powers over the affairs of a corporation in which so 
many are vitally and financially interested? There is no pre- 
sumption that directors elected by i)olicy holders would be 
false to their trusts or that they would arbitrarily exert their 
power even though they constituted a majority of the board. 
They would still be charged with the duty of honestly manag- 
ing the affairs of the corporation in the interests of the cor- 
poration ; it would still be their duty to administer the funds 
belonging to the corporation under the letter and the spirit 
of the law and every dollar's worth of stock would be owned 
by the same persons who own it now, or their assigns, and 
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the stockholders would have the same property interest in the 
corporation that they now have. Surely it may not be said 
that it is not within the reserve power of the State to so regu- 
late the internal affairs of one of its own creations that the 
creature may not be compelled to carry out in good faith the 
purpose for which it was created, and what is necessary in 
this regard is within the discretion of the Legislature. 
Whether the scheme which is proposed and which is now be- 
fore us is a good one or not is not here for determination; we 
are dealing now with a question of power and we have no 
doubt that the Legislature might if it saw fit so amend the 
law of this State as to permit of the choice of a majority of 
^e directors of the defendant company. Whether it has 
dione so is quite another question which we will now discuss." 

,The precipe question presented in the Lord suit was whether 
the directors of the Equitable Society had authority under section 
52 of the Insurance Law so to amend the charter as to provide 
that of the fifty-two members of the Board of Directors twenty- 
eight should be chosen by the policy holders and twenty-four by 
the stockholders in a prescribed manner. Section 52 contains a 
broad grant of power permitting an existing corporation to rein- 
corporate under the Insurance Law, and to adopt through the 
action of its Board of Directors, "in whole or in part, a new 
charter in conformity herewith and include therein any or all 
proyisions of its existing charter and any or all changes from its 
existing charter to cover and enjoy any or all the privileges and 
provisions of existing laws which might be so included and enjoyed 
if it were originally incorporated thereunder." One of the privi- 
leges of existing law is the right upon incorporation to provide 
"for the manner of electing directors and oflBcers." Notwitb- 



Digitized byVrrOOQlC 



No. 41.] 876 

standiiTg the powers conferred by section 52 a majority of the 
Appellate Division held in the Lord case that it should not be 
construed as contemplating an authority to the directors to con- 
fer upon policy holders a right to elect a majority of the directors, 
and that so radical a change should be manifested in explicit 
and unambiguous terms. Mr. Justice Willard Bartlett concurred 
in the result of the decision^ but upon a different ground, to wit, 
that the directors could not so amend the charter " as to deprive 
a stockholder of the right to participate in the election of every 
director of the corporation." He added : " While the board may 
permit policy holders to vote for every director it cannot law- 
fully exclude stockholders from the exercise of the same right." 
Mr. Justice Hooker dissented from the majority upon the ground 
that section 52 authorized the action taken by the directors. But 
while the court was divided as to the scope of this section, there 
appears to have been no difference of opinion as to the power of 
the Legislature to confer upon policy holders, without the consent 
of the stockholders, the right to vote for directors. 

While the determination of its validity must necessarily be left 
to the courts, the committee believes that all doubt of legislative 
intention should be resolved by amending the law so as to con- 
fer upon the directors of stock life insurance corporations an 
unmistakable authority to grant to policy holders the right to 
vote for directors, and thus to have that voice in management to 
which their preponderate interests justly entitle them. It may 
not be necessary, as a matter of law, but it would more accord 
with the general sense of equity that such a change should be 
acquiesced in by a majority of the stockholders, and the Com- 
mittee believes that with an enlightened public sentiment it will 
not be difficult to obtain such assent. 
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Section 32 of the Stock Corporation Law provides that any stock 
corporation "may alter its certificate of incorporation so as to 
include therein any purposes, powers or provisions which at the 
time of such alteration may be applied to corporations engaged in 
a business of the same general character or which might be 
included in the certificate of incorporation of a corporation organ- 
ized under any general law of the State for a business of the 
same general character," by filing an amended certificate after 
the same has been authorized by votes of a majority of directors 
and of stockholders representing at least three-fifths of the capi- 
tal stock. It has been questioned whether this section was appli- 
cable to insurance corporations in view of the scheme of amend- 
ment provided by section 52 of the Insurance Law. It seems to 
the Committee that an amendment to the Insurance Law should 
be enacted, giving to the directors of life insurance corporations 
with capital stock, authority to confer upon policy holders the 
right to vote for directors with the concurrence of a majority of 
the stock, and the Committee so recommended. Whenever the 
voting privilege shall be given to policy holders, statutory pro- 
visions for open lists, nominations and balloting, as in the case 
of mutual companies, should become applicable. 

RETIREMENT OF STOCK. 

Not only should stock corporations be permitted to give to 
policy holders the right to vote, but an opportunity should be 
afforded for conversion into purely mutual companies. The com- 
mittee does not believe that this conversion should be made com- 
pulsory, but the law should not stand in the way of its accomplish- 
ment upon a just basis, if desired by the parties in interest. After 
the stock has served its purpose by providing a suitable guaranty 
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at the beginning of business and the company has reached a 
stage where without injustice it can be retired and the company 
be managed exclusively by and in the interests of the policy 
holders, this object should be attainable under legal sanction. 
Suitable safeguards should be provided so that the plan of retire- 
n^nt should not deprive any stockholder of his right of property 
without his consent, and on the other hand should not impair the 
obligation of the contracts of policy holders. The withdrawal 
under the guise of a retirement of stock of any portion of surplus 
equitably belonging or awaiting apportionment to policy holders 
should not be countenanced in the slightest degree, apart from 
any question of the power of the Legislature to authorize it. 

But ther6 is no reason, if the parties are able to formulate a 
proper plan, why the stockholders and the policy holders should 
not be permitted to agree upon a payment to the stockholders 
of an amount fairly determined to be the present value of the 
stock. In other words, the law should provide that the stock 
may be retired upon an equitable plan providing for thfe payment 
to the stockholders out of the accumulations of the company of 
such an amount as may fairly be taken to be the value of the 
stock with reference to its par value, the dividends lawfully pay- 
able thereon, and the eventual right, if any, of the stockholders 
in any accumulations of the company, and without impairing tKe* 
eventual rights of the policy holders in such accumulations. 

Provision should be made for the consummation of the plan 
only after it shall have been adopted by a majority of the directors 
and approved at a meeting of stockholders called for the purpose 
by a vote representing the majority of the stock, and shall also 
have been approved in writing by the Superintendent of Insur- 
ance and by a majority of the policy holders voting at a meeting 
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of policy holders called for the purpose under the supervision of 
the superintendent and at which policy holders shsjl be entitled 
to vote in person, by proxy or by mail. In this manner full oppor- 
tunity would be afforded for the discussion of the plan of retire- 
ment and the policy of converting the company into a mutual 
organization could be carried out only in case of a widespread 
conviction of its wisdom. The superintendent should be 
instructed to withhold his approval unless the company upon 
reincorporation and after the retirement of its stock under the 
proposed plan shall retain funds sufficient to maintain its deposit 
with him and to meet all liabilities, indluding its legal reserve, 
according to the valuation of its policies and all surplus funds 
and accumulations, save the amount agreed to be paid to the 
stockholders. 

INVESTMENTS. 

Under section 20 of the Insurance Law every insurance corpora- 
tion tranijacting business in this State is entitled to purchase, 
hold and convey real property only for the following purposes: 

" 1. The building in which it has its principal office and 
the land upon which it stands. ' 

" 2. Such as shall be requisite for its convenient accommo- 
dation in the transaction of its business. 

"3. Such as shall be acquired for the accommodation of 
its business. 

" 4. Such as shall have been mortgaged to it in good faith 
by way of security for loans previously contracted or for 
moneys due. 

" 5. Such as shall have been conveyed to it in satisfaction 
of debts previously contracted in the course of its dealings. 
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" 6. Such as shall have been purchased at sales upon judg- 
ments, decrees or mortgages obtained or made for such debts. 
" 7. Such as shall have been acquired under sections thir- 
teen and fourteen of the general corporation law." 

It is provided that the property specified in subdivisions 4, 6 
and 6, which shall not be necessary for its accommodation in the 
convenient transaction of its business, shall be sold and disposed 
of within five years after its acquisition, unless the titne shall be 
extended as directed in a certificate from the Superintendent of 
Insurance upon the ground that the interests of the corporation 
will sufiFer materially by a forced sale. 

Section 13 of the General Corporation Law provides that when 
any corporation shall have sold or conveyed any part of its real 
property, the Supreme Court may, notwithstanding any restric- 
tion to which it may be subject, authorize it to purchase and hold 
from time to time other real property upon satisfactory proof that 
the value of the latter does not exceed the value of the property 
conveyed within three years next preceding the application. By 
section 14 of the same law any domestic corporation transacting 
business in other States or foreign countries msiy acquire and 
dispose of such property as shall be requisite in the convenient 
transaction of business. 

Despite these restrictions the testimony taken by the commit- 
tee discloses fiagrant abuses in connection with investments in 
real estate. Under the guise of procuring suitable accommoda- 
tions for the transaction of business excessive amounts have been 
expended in the acquisition of land and buildings not necessary 
in any proper sense for the uses of the corporation, which yield 
a poor return upon the amount expended. Only by successive 
reductions of the book value have the companies been able to show 
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caruingjs equal to those demanded by the law regulating their 
reserves. These reductions of book value, in order to exhibit a 
given rate of Income, while important for the purpose of avoiding 
an overrating of assets, frequently tend to obscure the large sums 
which have either been lost or rendered unproductive. The com- 
mittee recommends that the annual statements of insurance cor- 
porations should be required to show not only the value at which 
the properties are carried upon the books and the claimed market 
value, but the actual cost in each case, together with the gross 
and net income received therefrom. No further purchase of prop- 
erty should be permitted under subdivisions 1 and 2 of sectioo 
20 of the Insurance Law or under section 14 of the General 
Corporation Law without the consent of the Superintendent of 
Insurance upon his finding that the acquisition is necessary. 
Section 13 of the General Corporation Law, providing that the 
Supreme Court might authorize purchases of real property in 
lieu of similar property disposed of, should be rendered inapplica- 
ble to insurance corporations. 

The provision for the disposition of real property within five 
years should -be extended so as to include property acquired for 
the use of the company whenever it shall no longer be needed, 
as well as property obtained in satisfaction of debts or under 
mortgage foreclosures. The practice of disposing of real estate 
by exchange, which has led to serious abuses, should be prohibited. 
Such property should be disposed of, within the time prescribed 
by law, by sale. 

The present law regulating investments in securities requires 
that the minimum capital and the deposit with the Superio- 
tendent of Insurance required of domestic life insurance com- 
panies shall be invested in the stocks or bonds of the .United 



Digitized byVrrOOQlC 



No. 41.] 381 

States or of this State, or in the duly authorized bondB of a 
county or incorporated city in this State, or in bonds and mort- 
gages on improved unencumbered real property in this State 
worth fifty per cent, more than the amount loaned thereon. The 
residue of the capital and surplus of a domestic life insurance 
corporation may be invested in or loaned op the pledge of like 
securities or in the public stocks or bonds of any one of the United • 
States, or (with the consent of two-thirds of its board of direc- 
tors, managers or finance committee) in bonds issued by any city, 
county, town, village or school district of this State pursuant 
to law, or in the stocks, bonds ^r other evidences of indebtedness 
of any solvent institution incorporated under the laws of the 
United States or of any State thereof (except similar life insur- 
ance corporations) , as well as in the real estate which it is author- 
ized to hold. It may also in other States or foreign countries 
invest the funds required to meet its obligations therein in the 
same kind of securities in such jurisdictions in which it is allowed 
to invest in this State. It may also make loans not exceeding 
the lawful reserves upon the pledge of policies and their accumula- 
tions. It is not authorized to obtain by purchase or otherwise the 
control of any other insurance corporation. 

The liberality of these provisions ha® tempted life imsrurance 
companies to engage indirectly in enterprises foreign to the pur- 
poses of their organization. Through the control of subsidiary 
corporations, by means of stock ownership, some have practically 
transacted the business of banks and trust companies. One com- 
pany for many years has in this manner owned and conducted 
a restaurant. In addition to investments in stocks insurance 
corporations have placed millions of dollars at the disposal of 
other companies through the maintenance of inactive deposit 
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accounts at low iratea of interest In their dealings in securitieB 
some ttave sought^ as one of the witnesses frankly ezpiessed it, 
to approach as closely as possible to the business of bankers. In 
this manner purchases have been made, not for investment but for 
resale, and the large companies have freely furnished their sup- 
port to numerous financial ventures through participation in the 
underwritings of syndicates. 

Most syndicates ar^ merely partnerships formed for a single 
transaction. They are gotten up to carry through an operation 
that is a larger one than is feasible for a single bank or banking 
house or individual. The ordinary type of syndicate agreement, 
and that in which these companies have usually been participants, 
is for placing upon the market a large output of corporate securi- 
ties. Often tlfe interests of the makers of the security demand the 
immediate use of a large amount of money. And, in order to 
realize promptly such large amount, the makers are inclined to 
sell the entire output at a price considerably below that which 
can be realized at a gradual sale. The securities are therefore 
offered in lump to some bank or banking house at a lower price 
and are forthwith purchased in lump. In connection with this 
purchase the party taking the securities, who is known as the 
syndicate manager, invites a considerable number of associates 
to agree to take a certain 'portion of the securities at the original 
price within a certain time, if called upon to do so. The securities 
are then put upon the mai^et for gradual sale at a higher price. 
If the public take them at the proffered price no call is made upon 
the participants or underwriters, except, perhaps, for certain ex- 
penses or temporary advances. In consideration of the partici- 
pant's contingent obligation k) take up his share if called upon, 
he is given a proportionate share of the -profits from the sale 
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to the pablic. Bometimes the participant is permitted to with- 
draw for investment secaritiee to an amount equivalent to his 
subscription^ relinquishing his interest in the profits on the pub- 
He offering. In a great many cases persons undertaking these 
financial operations find considerable difficulty in procuring part- 
ners in the enterprise. Very many of the syndicates are 
hazardous and many have entailed serious losses upon the partici- 
pants. In many instances, however, the securities are of such a 
character that a considerable profit is practically certain. The 
reason for putting out the securities in such a way is merely be- 
cause the makers of them have not the facilities orv the time for 
themselves making direct sale to the public. In this class of 
cases the " giving ■ ' of participation by the original purchaser is 
in the nature of a favor bestowed. The syndicates in which the 
life insurance companies and their officers hav& participated have 
usually been of the last-named description. It is quite obvious 
that in cases of this kind, where participation is offered to a 
life insurance company the dominant motive is to secure the good 
will and the favor of the company as a purchaser of securities 
rather than to get the protection of the company as an under- 
writer. And those who, as officers and members of finance com- 
mittees, have determined the course of the company in its partici- 
pations and purchases have frequently been in a position to profit 
by their action on behalf of the company. 

It has been sought to justify this course of business upon the 
ground that in the main it has proved profitable. It is said that 
subsidiary organizations fumisfo appropriate channels for the use 
of the large accumulations of an insurance company, that through 
syndicate participations, securities have been obtained at bottom 
prices and that both through such underwritings and through 



Digitized byVrrOOQlC 



884 [AseuMBLT 

transactloius on joint account and specnlatiye purchacies^ with a 
view to reaale npon a rising maitet, tiie companies have been 
enabled to make large profits. The dangerons tendencies of these 
practices are obvions. They have brought insurance companies 
into close relations with railroads, banks, tmst companies, bank- 
ing houses and the flotation of new enterprises, thus involving 
them in the manifold transactions of the financial world, not in 
tiieir normal relation as creditors through suitable investments, 
but as co-owners of the corporations and prcmioters of the under- 
takings to which they have thus become allied. They have weak- 
ened the sense of official responsibility, multiplying the opportuni- 
ties for gains, both direct and indirect, to officers and directors 
through the use of tiie company's funds, and making easy the 
exercise of official discretion at the promptings of self-interest. 
The profits made possible under astute management of those 
closely identified with imp<»i:an/t financial operations furnish 
no answer to the criticism of this policy. It is conceivable that 
the companies might make money if they engaged directly in the 
brokerage or banking business. Even by the manipulation of the 
stock maricet, it may well be that with the special advantages they 
have enjoyed, they could have added largely to their accumula- 
tions. But they were not incorporated to make money by specu- 
lation, by barter, by purchase for resale or by the development of 
industry. They were chartered to furnish life insurance, and the 
true measure of their power and their duty in the handling of 
their funds is to invest them with due conservatism, to the end 
that they may be able to discharge their obligations. If in this 
ma;^ner they should make less money they would also be less 
likely to court disaster. They should not attempt, and should 
not be permitted to attempt, to undertake by indirection that 
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which may not be done directly under the provisions of their char- 
ter. Many of the arguments which have been urged in support 
of the control b^ life insurance companies of ancillary banks and 
trast companies would justify a like control of railroads and in- 
dustrial enterprises. No tendency in modern financial conditions 
has created more widespread apprehension than the tendency » to 
vast combinations of capital and assets. But while in the case 
of railroads and industrials these vast amounts are mostly fixed 
in particular productive activities, the larger part of the huge 
accumulations of life insurance companies consists of assets read- 
ily convertible into money and susceptible of application to varied 
uses. It is this fact which has placed the oflScers and members 
of finance committees of life insurance companies in positions of 
conspicuous financial power and haj^ pointed the necessity of 
guarding against abuses by the requirement of conservative and 
durable investments. 

Investments in stocks should be prohibited. They are funda 
mentally objectionable, as the corporation, instead of holding a 
secured obligation, acquires a proprietary interest in another 
business, with rights subject to all indebtedness which may be 
created in the conduct of it and often direct liabilities as stock- 
holders. This interest must be nourished and supported. In- 
stead of being a creditor with adequate security, to which upon 
default the corporation may resort, it assumes the responsibili- 
ties of proprietorship and must contribute frpm the accumula- 
tions provided* by the policy holders in order to sustain the 
enterprise. If the stock holdings constitute a small minority 
the investment is at the mercy of administrators chosen by the 
majority stockholders. If the stock interest be a large one, it is 

frequently found advisable to increase it until a substantial con- 
25 
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trol is effected, and the insurance corporation is not only engaged 
in a different enterprise, but directly undertakes its management 
Such relations afford ready opportunities to conceal irr^ular 
transactions and to hide the malversation of funds. Long ago 
the Prussian Government refused admission to its jurisdiction 
of any insurance company investing in stocks, and the restriction 
has been found salutary and not burdensome. The O^rmania, 
doing a large business in Prussia, has readily complied with its 
laws and the New York lAfe, which, with some reservations not 
publicly proclaimed, has professed compliance with the Prussian 
rule, 'has not been embarrassed in making its investments. The 
Committee is satisfied that the extension of a similar rule to all 
companies will remedy many of the evils to which the investiga- 
tion has directed attention. 

Loans secured by first mortgage on improved real property 
situated in other States of the United States, where the property 
is worth at least 50 per cent, more than the amount of the loan, 
should be permitted without any restriction having reference to 
the security of policy holders within a particular jurisdiction. 

It is diflScult to draw any satisfactory line with reference to 
investments in negotiable bonds. It would not be advi^ble to 
restrict the investments of life insurance companies in the same 
manner as those of savings banks. The securities available for 
investment under such limitations would not be large enough 
in amount to furnish a suflScient field for the profitable invest- 
ment of the large accumulations of insurance corporations. It 
has been feared that such a restriction would prove to be too 
severe and might operate so far to increase the demand for the 
favored securities as to preclude a satisfactory rate of income. 
After much reflection upon this subject the Committee is of opin- 
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ion that no satisfactory line can be drawn with reference to 
investments in bonds, other than collateral trust bonds, without 
hampering the companies in the enjoyment of that reasonable 
freedom of investment necessary to ensure the return upon which 
the calculations of their risks are based. Investments in col- 
lateral trust bonds, where the greater part of the security con- 
sists of the hypothecated stocks of corporations, should not be 
permitted. But otherwise, the field of investment being limited 
to evidences of indebtedness, it is believed that the choice of par- 
ticular securities may better be left to the discretion of the 
directors. 

Summarizing these suggestions, the Committee recommends 
that the law as to investments in securities should be amended 
so as to provide: 

(1) That no investment in the stock of any corporation shall 
be permitted, except in public stocks of municipal corporations. 

(2) That investments in bonds secured to the extent of more 
than one-third the value of the entire security therefor by the 
hypothecation of corporate stocks shalj be prohibited. 

(3) That no loans shall be made upon stocks and bonds which 
are not the subject of purchase under ihe above provisions. 

(4) That every company now owning stocks or bonds of the 
prohibited classes shall be required to dispose of the same within 
five years from December 31, 1906, and each year prior thereto 
shall make a reduction of the am<^unt of such investments to 
an extent approved by the Superintendent of Insurance. 

(5) The statute should also forbid all syndicate participations, 
transactions for purchase and sale on joint account, and the 
making of any agreement providing that the company shall 
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withhold from sate for any time, or subject to the discretion of 
others, any securities which it may own or acquire. 

(6) It should also be provided that no officer or director 
should be pecuniarily interested either as principal, co-principal, 
agent or beneficiary in any purchase, sale or loan mada by the 
corporation, except in case of a loan upon his policy. 

It is not believed that the companies will be deprived of suit- 
able advice and direction by the prohibition of dealings witii 
officers and directors, or with firms of which they may be mem- 
bers. The business of the company should be transacted under 
the direct supervision of the trustees and no opportunity should 
be afforded for a conflict between their personal interest and 
their official duty. It is entirely indefensible to permit one to 
act as the trustee of an insurance corporation in a transaction 
in which he may benefit, apart from his interest in the corpora- 
tion, by the exei^cise of his discretion. The size and important 
financial relations of the great companies have blinded many to 
elementary principles of administration, and whatever the imme- 
diate result of the proposed changes in their loss or gain, it is 
essential to their maintenance upon a sound basis that they 
should be freed from the alliance and practices which the testi- 
mony before your Committee has disclosed. 

Foreign companies should not be entitled to transact business 
within this State unless their investments are of the same char- 
acter as those required of domestic corporations. 

LIMITATIONS OF NEW BUSINESS. 

The business of the Mutual^ the Equitable and the New York 
Life has grown beyond reasonable limits. Notwithstanding the 
fact that they have long since passed the point where further 
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enlargement can benefit their policy holders, they have resorted 
to every effort to obtain new business, regardless of the expense 
which is reflected in diminishing dividends. Fearful of losing 
prestige, the chief concern of each has been to keep up with the 
others. Extravagant commissions have been paid and these have 
been supplemented by liberal bonuses and prizes. Clubs have 
been formed, conventions held, and money lavishly expended for 
the entertainment of agents to excite them to their utmost en- 
deavor. Some have sought to justify this mistaken course by 
the claim that they were fulfilling a duty in distributing broad- 
cast the benefits of life insurance; Much has been due to pride 
of growth and zeal for impressive totals, while the huge accumu- 
lations of the companies and the great responsibilities • involved 
in their management have furnished pretexts for increased sal- 
aries and extravagant administration. 

Not only has the rivalry of the three companies proved detri- 
mental to themselves, but it has acted as a spur to the smaller 
companies, which, to keep their footing, have been compelled to 
make outlays disproportionate to their abilities. There will be 
no proi>er reform of the insurance business unless these waste- 
ful measures are stopped. 

The growth of the three companies has long been a matter of 
grave concern to students of insurance conditions. No useful 
purpose will be served by their becoming larger. Their member- 
ship is so large and their resources are so vast as to make the 
question of responsible control and conservative management one 
of extreme diflSculty, and their magnitude if permitted to grow 
unrestricted will soon become a serious menace to the comr 
munity. The prohibition of the issuance of new policies when- 
ever the assets of the company reach a prescribed volume is im- 
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practicable. As premiums are constantly being received and 
reserves increasing, no company could calculate with certainly 
wbether it was entitled to receive new business and the limit 
would not affect the three companies with a just degree of uni- 
formity. Thus if the limit were placed at |500,000,000 of assets 
the Mutual would be close to the line, while a considerable mar- 
gin would remain for the other two companies, permitting them 
greatly to extend their business, while the Mutual, with less out- 
standing insurance than the New York Life, would be debarred 
from taking additional risks. Nor would it be wise to prescribe 
the limit with reference to the total insurance in force. The 
total amount of the business of the New York Life already 
largely exceeds that of the Equitable and the Mutuul, and a 
limit which would suitably affect the former would place no 
effective limitation upon the others, and in the case of the former 
would result in requiring an unnecessary disorganization of the 
agency force. 

It is the opinion of the Committee that the desired result can 
be attained by limiting the amount of the new business which 
each company may take to $150,000,000 a year. The total ter- 
minations by death, maturity, expiry, surrender, lapse and other 
decrease of the three companies in the year 1904 were as follows : 

Mutual 1129,125,280 00 

Equitable 139,513,210 00 

New- York Life 162,326,114 00 



The suggested limitation would suffice to maintain a requisite 
vitality and a suitable agency organization, while precluding a 
further and unnecessary increase of business. There would no 
longer be an excuse for extravagant commissions and unproiJt- 
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able foreign branches would be discontinued, with the probability 
that the larger part, if not the whole, of the new business would 
consist of insurance upon lives carefully selected in the United 
States. With economical administration and under the restraint 
of a wholesome publicity the three companies would thus be 
placed upon a sound, conservative basis. 

Unquestionably the release of the smaller companies from the 
strenuous competition of the others would result in a severer 
rivalry among themselves^ To secure their normal and not too 
hasty growth proper limitations should be applied to them as 
well. In other words, they should be permitted to take only 
such amount of new business as they may fairly be expected to 
write by means of a reasonable outlay. 

The result may be accomplished by requiring that the new 
business should bear a suitable relation to the amount of insur- 
ance already in force. 

From an examination of the course of their business, and 
having in mind the opportunities which will be afforded to the 
other companies by the practical cessation of the competition of 
the three leading companies, the Committee recommends that no 
life insurance corporation doing business in this State (except 
a corporation more than two-thirds of whose outstanding insur- 
ance on December 31, 1905, consisted of industrial insurance), 
shall in any year beginning with 1907 issue policies in excess 
of the following prescribed limit : 

The limit of new business in any year shall be determined by 
taking certain percentages of the total insurance in force on the 
31st day of December of the preceding year, including only poli- 
cies upon which the first premiums have been actually received 
by the company as follows: 



Digiti 



ized by Google 



392 [ Absbmblt 

Total insurance less than f60,000,000 no limit. 

Total insurance between f50,000^000 and f 100,000,000^ 30 per 
cent, thereof. 

Total insurance between f 100,000,000 and f300,000,000, 26 per 
cent, thereof. 

Total insurance between |300,000,000 and |600,000,000, 20 per 
cent, thereof. 

Total insurance between |600,000,000 and |1,000,000,000, 15 
per cent, thereof. 

If the total insurance in force shall be in excess of f 1,000,- 
000,000, the new business shall not exceed |150,000,000 annually. 

The case of the industrial companies presents special con- 
siderations. The great number of lapses makes it necessary that 
a large volume of business should be written to insure stability. 
The ordinary department is developed in connection with the 
industrial branch and furnishes an opportunity to industrial 
agents to add to their slender compensation. The ordinary busi- 
ness annually written is much larger in proportion to the total 
outstanding insurance of the same sort than in the case of other 
companies. The total assets are relatively small. Thus the 
Metropolitan, with total outstanding insurance at the end of 
1904 of nearly $1,500,000,000 had assets of only . $128,000,000, 
while the Equitable with outstanding insurance of about the 
same amount had assets amounting to $412,000,000. The Com- 
mittee is of opinion that any company writing industrial insur- 
ance and excepted from the above limitations, should not be per- 
mitted to issue policies in any year, excluding industrial policies, 
to an amount exceeding 50 per cent, of the total amount of the 
insurance other than industrial outstanding on the 31st day of 
December in the year preceding, nor in any event more than 
$150,000,000. 
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POLITICAL CONTRIBUTIONS. 

Contributions by insurance corporations for political purposes 
should be strictly forbidden. Neither executive oflScers nor direc- 
tors should be allowed to use the moneys paid for purposes of 
insurance in support of political candidates or platforms. The 
deyious methods taken to conceal the payments of this sort are 
confessions of their illicit character. They illustrate the manner 
in which executive oflScers have treated the funds of the com- 
pany virtually as their own, abusing their power to. disburse 
them without proper accounting. Whether made for the purpose 
of supporting political views or with the desire to obtain pro- 
tection for the corporation, these contributions have been wholly 
unjustifiable. In the one case executive oflScers have sought to 
impose their political views upon a constituency of divergent con- 
victions, and in the other they have been guilty of a serious 
offense against public morals. The frank admission that moneys 
have been obtained for use in State campaigns upon the expecta- 
tion that candidates thus aided in their election would support 
the interests of the companies, has 'exposed both those who 
solicited the contributions and those who made them to severe 
and just condemnation. The committee recommends the passage 
of an unequivocal and drastic measure to remedy this evil. Not 
only should it be expressly prohibited and treated as a waste 
of corporate moneys, but any oflScer, director or agent making, 
authorizing or consenting to any such contribution should be 
guilty of a misdemeanor, and the prohibition should be extended 
to all corporate contributions of this character. 
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LOBBYING. 

Nothing disclosed by the investigation deserves more serious 
attention than the systematic efforts of the large insurance com- 
panies to control a large part of the legislation of the State. 
They have been organized into an offensive and defensive alliance 
to procure or to prevent the passage of laws affecting not only 
insurance, but a great variety of important interests to which, 
through subsidiary companies or through the connections of their 
oflScers, they have become related. Their operations have extended 
beyond the State and the country has been divided Anto^ districts 
so that each company might perform conveniently its share of 
the work. < Enormous sums have been expended in a surreptitious 
manner. Irregular accounts have been kept to conceal the pay- 
ments for which proi)er vouchers have not been required. This 
course of conduct has created a widespread conviction that lai^ 
portions of this money have been dishonestly used. Andrew C. 
Fields, who represented both the Mutiial and the Equitable in 
legislative matters, and was in control of the supply department 
of the former company, remained beyond the jurisdiction during 
the sessions of the committee. The jgeneral solicitor of the 
Mutual, to whom the chairman of the committee on exx)enditures 
entrusted large sums, died just before the beginning of the inves- 
tigation and apparently left no account as to how the money 
had been spent. Andrew Hamilton, who, within ten years, 
received upwards of |1,000,000 from the New York Life on the 
warrant of its President in connection with its bureau of legisla- 
tion and taxation, has remained abroad and has failed to render 
any proper account showing the disposition of the money. The 
officers of the company say that they have no knowledge of the 
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uses to which it was put The officers of the Equitable, from 
whom light might have been expected on the disbursements of 
their company, either have remained out of the jurisdiction or 
have been disabled by illness. On account of the absence of the 
necessary witnesses and the lack of proper vouchers, the com- 
mittee has been unable to trace the moneys said to have been 
disbursed in connection with legislation. But while it is suf- 
ficiently evident that large sums have been disbursed for improper 
purposes, it is also clear that payments for confidential outlays 
exempt from audit have furnished abundant opportunities for 
misappropriations. They suggest the necessity of requiring a 
strict accounting from those who are responsible for the pay- 
ments as well Bfi from the agents who have received the moneys. 
It has been insisted that the insurance companies have been so 
continuously menaced by the introduction of improper and ill- 
advised l^slative measures in many States that they have been 
compelled to maintain a constant watchfulness and to resort, 
to secret means to defeat them. An insurance corporation, how- 
ever, holds a position of peculiar advantage in opposing any 
legislative measure which really antagonizes the interests of 
policy holders. A very large proportion of the voters of the 
State hold policies of life insurance. It is easy for the com- 
pany to apprise them of hostile legislative measures, and in addi- 
tion a department of the State government exists for their pro- 
tection, whose recommendations have rarely failed to receive 
proper consideration in the Legislature. It is not a difficult matter 
to direct public attention to an objectionable bill affecting life 
insurance corporations or to have opposing argument and criti- 
cism effectively presented. Again, if, in spite of argument fairly 
and publicly presented^ the Legislature insists upon passing a 
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law inimical to the true interests of the companies, it is not 
the officers, but the policy holders, who must bear the loss, and 
the consequences which can readily be pointed out are almost 
certain to bring about an early repeal of the obnoxious legisla- 
tion. The employment of agents to disburse large sums, and of 
clandestine methods to defeat legislation is wholly inexcusable. 
The pernicious activities of corporate agents in matters of 
legislation demand that the present freedom of lobbying should 
be restricted. They have brought suspicion upon important pro- 
ceedings of the Legislature, and have exposed its members to 
consequent assault. The Legislature owes it to itself, so far as 
possible to stop the practice of the lavish expenditure of moneys 
ostensibly for services in connection with the support of or 
opposition to bills, and generally believed to be used for corrupt 
purposes. The Legislature should free itself from the stigma 
which now attaches to the progress of measures affecting impor- 
tant interests. The laws against bribery and corruption, offences 
which are difficult of proof, are sufficiently stringent, but an effort 
should be made to strike at the root of the evil by requiring 
under proper penalties full publicity with regard to moneys 
expended in connection with matters before the Legislature. 
Corporations should be required to keep accounts and vouchers 
in which all such payments should be fully detailed and receipted 
' for, and an adequate statement regarding thein should form a 
part of such reports as may be required. 

In the case of insurance corporations the remedy lies first, 
generally, in the requirement of a proper authorization of all 
expenditures and vouchers, stating in detail the purposes for 
which moneys paid for legal expenses or in connection with legis- 
lative matters have been expended. And, further, the company 



Digitized byVrrOOQlC 



No. 41.] 397 

should be comx)ened to set forth in its annual statement to the 
Bui>erintendent of Insurance all sums so disbursed, giving the 
names of the payees, the amounts paid and the specific purpose 
of the payment. 

Professional services in promoting or opposing legislation may 
be entirely honorable and are frequently necessary. In England 
members of the so-called Parliamentary bar have been held in 
deserved esteem. The drafting of bills and the presentation of 
arguments for and against their enactment before legislative 
conimittees call for a high order of professional ability. In 
Massachusetts and in Wisconsin statutes have been passed re- 
quiring that persons who professionally advocate or oppose legis- 
lation affecting corporate interests should enter regular appear- 
ances and disclose for what clients they are acting. In Wisconsin 
it is made a misdemeanor for any person to accept a fee con- 
tingent upon the passage or defeat of a pending measure, and 
by statute passed there in 1905 it is made unlawful for any 
person employed for a pecuniary consideration to attempt per- 
sonally to direct or influence a member of the Legislature to 
vote for or against any pending measure otherwise than by appear- 
ing before regular committees, by publications or public ad- 
dresses, or by statements, arguments or briefs delivered to all 
members of the Legislature and filed in the office of the Secretary 
of State. We are not inclined to recommend legislation on this 
subject which will interfere with the presentation to a legislator 
of the views of his constituents or of citizens generally, but we 
believe that where legislation is opposed or promoted by paid 
professional advocates the matter should be the subject of suita- 
ble regulation. 



Digitized byVrrOOQlC 



S98 [ASSBMBLY 

The Committee therefore recommends that the Legislative Law 
be so amended that every person retained or employed for com- 
pensation as counsel or agent to promote or oppose the passage 
of bills or resolutions by either House or executive approval of 
such measures shall before entering upon the service file in the 
oflSce of *he Secretary of State a writing stating the name or 
names of his employer, together with a brief description of the 
legislative matter with reference to which the service is to be 
rendered. The Secretary of State should be required to provide 
a docket to be known as the " Docket of Legislative Appearances," 
with appropriate blanks and indices in which the names of coun- 
sel and agent may be properly entered. Fees contingent upon 
legislative action should be prohibited. It should also be made 
the duty of every corporation and association doing business in 
the State within two months after the adjournment of the Legis- 
lature to file with the Secretary of State an itemized statement 
duly verified showing in detail all expenses paid or incurred in 
connection with legislation pending at the last session, including 
all disbursements or compensation paid or payable to counsel or 
agents. Exception may be made of the duly accredited counsel 
of municipalities, public boards and public institutions, and also 
of the ordinary professional services in drafting bills or advising 
clients as to the construction and effect of proposed or pending 
legislation where the professional service is not otherwise con- 
nected with legislative action. Violation of the law should be 
made a misdemeanor, and the failure to file the statements re- 
quired should subject the offender to -appropriate penalties. 
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EXPENSES. 

The Committee deems it inadvisable to recommend that the 
Legislature attempt to prescribe the expenditures of insurance 
corporations. The Legislature cannot undertake the manage-' 
ment of the business. In seeking to secure economical adminis- 
tration it should not over-step the line which divides suitable 
State si^pervision from an utterly impracticable effort to pre- 
scribe details. The Legislature should aim to permit freedom 
of management subject to general regulations and complete pub- 
licity. 

For example, it is deemed unwise to limit salaries by statute, 
but it should be provided that all salaries of officers and the 
compensation of any other person receiving over a certain amount, 
say |5,000 in any year, should be fixed by the Board of Directors 
and not by any committee thereof, or by any executive officer, and 
should be reported in the annual statement to the Superintendent 
of Insurance. 

And, as already indicated, provision should be made for the 
authorization of all expenditures and for proper vouchers in all 
cases. Vouchers for legal or other services should set forth the 
services rendered. Pensions to officers, directors and the members 
of their families should be prohibited. 

The evidence, hoij^ever, makes it clear that the most wasteful 
expense lies in the amount paid for new business. Every com- 
pany professed to deplore this, pleading that competition remtered 
it unavoidable. In many cases the expenses greatly exceeded the 
total loadings upon the premiums. 

By the limitation of their new business the three great com- 
panies will be able very largely to diminish their agency expenseo^ 
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This will also relieve the smaller companies to a maiiced degree 
of the competition to which they have hitherto been subject. It 
will, however, be offset by greatly increased competition between 
the smaller companies themselves. It is plain that the proposed 
limitations with reference to their new business cannot be relied 
upon as a sufficient assurance of economy, for while these limita- 
tions are necessary to prevent an abnormal rate of growth, they 
still leave in the case of the smaller companies as large a field 
for their activities as they have hitherto enjoyed. Some limita- 
tion of the expense in getting business is imperatively required; 
otherwise there is little reason to doubt that there will be a 
continuance of the present extravagant methods. 

The Committee does not recommend that the rate of commis- 
sions be prescribed by law. Whether a company should pay a 
salary or a commission, whether it should pay a so-called broker- 
age commission or an initial commission supplemented by rea- 
sonable renewals, are details of management which should be 
left to the decision of the directors. It is recommended that com- 
missions should be uniform — ^that is to say, that while the rate 
may vary according to the plan of insurance, the comx)ensation 
should not be greater in amount for any f 1,000 of insurance at 
the same age and should be determined by the amount paid in 
the case of an ordinary whole life policy. Bonuses, prizes and 
rewards and other special inducements based upon the size of 
particular policies or upon the aggregate of insurance written 
should be prohibited. All commissions should be definitely agreed 
upon in advance and should be a fixed percentage of the premium 
for each |1,000 of insurance. It is also recommended that renewal 
commissions should be limited to four years and to a certain 
percentage, say 10 j)er cent, of the first year's commissions, so that 
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the general reetrictionB placed upon the first year's expenses 
should not be evaded. Loans and advances to agents should be 
prohibited. Otherwise it is not deemed wise to attempt to fix by 
statute the terms of agency contracts or the amounts of premiums 
or loadings^ save as the net premium according to long-established 
usage may be determined by the statutory scheme of the valua- 
tion of policies to secure suitable reserves. 

But the Committee is satisfied that some criterion should be 
established by which the amount which may properly be expended 
in obtaining new business may be determined. 

The total expenses should be limited to the total " loadings " 
upon the premiums; in other words, as the gross premium is 
made up of the amount which, upon the calculations of the com- 
pany as to mortality and interest is sufficient to cover the insur- 
ance (called the ''net" premium) and an additional amount 
for the purpose of meeting expenses and contingencies (called 
the "loading"), the expense, other than investment expenses, 
should be limited to the aggregate of the loadings. The loadings 
should also be uniform in the case of the same amount of insur- 
ance at the same age, and the standard should be the loading 
upon an ordinary whole life policy. An exception may be made 
in the case of a limited payment life or limited payment endow- 
ment policy, where an additional loading may be provided for 
expenses during the continuance of the policy after the expiration 
of the limited payment period; but such additional loading, save 
as it may be used in the years for which it is so provided, should 
be added to the reserve liaJi)ility of the company on the policy. 

But experience shows that these provisions, though important 
in the case of many companies, would not in themselves, or in 
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all cases, prove a sufficient check upon extravagance. For exam- 
ple, the outlays of the ^ew York Life, and the Equitable would 
not have been restrained. In 1904 the expenses were 99.77 per 
cent, of the loading in the case of the New York Life, and 90.45 
per cent, in the case of the Equitable; while the expenses of the 
Provident Life and Trust of Philadelphia, a company distin- 
guished for the low cost of new business, exceeded its loading, 
amounting to 101.06 per cent, thereof. This was not because its 
expenses were high, but because its loading was low. It would 
not be wise to adopt a limitation which in any case might result 
in an increase of premiums. Nor would the suggested limitation 
accomplish the desired result with an additional provision de- 
fining the amount of the loading. It would not be possible to 
prescribe a loading for level premiums which would leave suffi- 
cient margins for contingencies and not afford opportunities for 
excessive expenses in obtaining new business. 

In searching for a proper criterion the committee has made a 
study of the first year's business taken by itself. It has sou^t 
to compare the amount expended for new business with the mar- 
gins upon the first year's premiums, that is to say, the margins 
afforded by the loading on these premiums and the gain in mor- 
tality during the first year. To this end the committee has re- 
quired every company to report the total margins in its premiums 
for the first year of insurance collected during 1904 and the total 
cost of new business. It thus appeared that the entire loading 
upon such premiums amounted to f21,295,413.12, and the mor- 
tality savings for the first year of insurance to 17,400,197.27, the 
total margins being 128,695,610.38. The cost of the new business 
aggregated 165,833,258.68, which is about 230 per cent, of the 
total margins. The margins of the first year's prenuuom may 
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fairly be expended in aequiring new business (duly apportioning 
thereto its share of the general expenses), for unless th^ new 
insurance were written such margins would not be available for 
any purpose. On the other hand, it is clear that to the extent 
that the margins of the first year's premiums, fairly determined, 
are exceeded by the expense of new business, the fund, otherwise 
available for distribution in dividends, either annual or deferred, 
is depleted. The companies whose returns have been summarized 
above are divided by natural cleavage into three groups as follows : 

(1) Companies having an annual premium business and carry- 
ing as a liability what is known as the full net reserve upon their 
policies. 

(2) Companies doing an industrial business. 

(3) Companies operating on the preliminary term plan. 

The following is a comparative statement compiled by the con- 
sulting actuary of the committee of the returns from these three 
classes of companies : , 
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It will be noted that companies doing an annual premium busi- 
ness, witbout preliminary term, sbow total loadings on first year's 
premiums |13,095,548.27, first yearns mortality gain $6,8(^,338.27, 
making total margins of f 19,901,086.54. Their cost of new busi- 
ness was 150,494,798.98, or 254 per cent, of the margins. 

The industrial companies, taking their industrial departments 
only (the returns of their ordinary branch being included in the 
first class) show loadings, |5,081,954 and mortality gains f 23,910, 
making total margins of |5,105,864. The cost of new business 
was 110,817,907, or 212 per cent, of the margins. 

The third class of companies operate on what is called the pre- 
liminary term plan — ^that is to say, they charge a level premium, 
but treat the insurance for the first year as one year term insur- 
ance with an option to renew for succeeding years, thus escaping 
the statutory reserve the first year. These show loadings of 
13,117,910.85 and mortality gains |570,749, making a total of 
13,688,659.85. The cost of new business was |4,520,547.70, or 123 
per cent, of the margins. The device of preliminary term insur- 
ance is resorted to, in order to provide a fund through the decrease 
of reserves for the acquisition of new business. Under the present 
law it is said that this plan in some form is absolutely essential 
to enable a new company to get under way and by it alone it would 
seem that a number of companies have been enabled to meet the 
strain of competition. But it will be noted that in only one of 
the companies using this plan were the expenses within the mar 
gins of the first year's premiums, including mortality gains. 
Whatever it may do, therefore, in providing for the expense of new 
business, it utterly fails to furnish a criterion for economy. 

It is indefensible for other reasons. If the insurance for the 
first year is not in reality term insurance, the law as to valivttiop 
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of policies is viidated and the reserfes in this Btnte aze fa lr ntoleil 
iQKm a wrong basis. This is tbe positiim taten bj tiie Massadin- 
setts Insorance D^artment, wifli tbe lesolt tbat tiie TalnatuMi of 
the policies, L e, the leseire liability, of the Stcwrity Mutuai in 
1904 for example^ was abont fSll^OOO hi^^^ onder tiie ruling of flie 
Massaehnsetts Department than it was in New York^ the snrphiB 
of the eompanj Taiying accordingly. On the other hand, if it be 
treated as <Hie year t^m insurance according to the form of tbe 
jwlicy, then it wonld seem to be a dear case of a discrimination 
violating the intent of section 89 of the Insurance Law. For the 
one year term rates charged are not the same for all forms of 
policies, but the same premium which is charged in subsequoit 
years according to the character of the insurance, wheth^ life, 
limited payment life or endowment is charged in the first year. 
Otherwise there would be no* advantage in the device, for it is 
precisely the difference betwe^i the cost of insurance and the full 
level premium rate that is sought to be gained in the first year to 
meet the expense of obtaining the business. Under such contracts 
as much as |100 is sometimes i)aid for a single year insurance 
worth |7 net. It is said that this discriminating feature of the 
plan has been denounced by leading actuaries here and abroad who 
favor some provision for the cost of new business. On the other 
hand, it is claimed that the evasion of the statute as to discrimina- 
tion is permissible because the policy differs from an ordinary one 
year term policy in giving an option for its continuance upon 
another basis, but this distinction is purely formal and in the 
judgment of the Ck^mmittee section 89 should be so amended as 
to leave no doubt that this kind of insurance falls within its 
prohibiticm. 
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Abandoning the preliminary term idea, the retams of other 
companies which provide a fall net reserve against their policy 
liabilities, should be examined to ascertain whether they suggest 
any proper criterion for the limitation of expenses. For this 
purpose it is important to examine the returns of some of the 
more conservative companies. Taking three of the companies 
whose new business appears to have been taken on a relatively 
economical basis, it is found that their expenses for new business 
in 1904 were in excess of the margins upon the first year's pre- 
miums to the following extent : 

Massachusetts Muttfal, excess 41 per cent. 

Northwestern Mutual, excess 35 per cent. 

Provident Life & Trust,, excess 35 per cent. 

But even in the case of these companies the excess named, after 

using all the mortality gains on policies within the first year as 

well as loadings on first year's premiums in meeting the cost of 

the new business, amounted to the following sums, taken out of 

funds which otherwise would have been available for dividends : 

Massachusetts Mutual |139,571 64 

Northwestern Mutual 390,969 45 

Provident Life & Trust 83,517 70 



One-half of the mortality gains for the first year of the insur- 
ance may have been upon policies issued the year before. On this 
basis the margins on business obtained during the year are really 
less than as stated, and the excess of the cost of new business over 
such margins becomes: 

Massachusetts Mutual |204,633 63 

Northwestern Mutual 621,906 45 

Provident Life & Trust 142,784 20 



r 
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These amotmts^ we are advised^ may be taken as measuring the 
extent to which^ in companies conducted with lelatiye economy^ 
the expense of the new business operates as a drain upon the 
funds contributed by other policy holders. 

Where the cost of obtaining new business is not kept within 
reasonable limits^ surplus from all sources for four or more years 
may be required to make good the outlay as appears from the 
report of the New York Life to the Prussian insurance depart- 
ment. But in a company economically administered the excess 
of the expense of obtaining new business over the margins of the 
first year's premiums may be made good from the gains on m<Nr^ 
tality on the new business during the first five years after 
admission. 

The mortality for the first five years is reported by Mr. Bufus 
W. Weeks, President of the Actuarial Society of America, as the 
result of an investigation of twenty-eight classes of risks, accord- 
ing to data furnished by all the leading companies, to be the fol- 
lowing percentages of the death rate by the American experience 
table, which is the standard in this State : 

First insurance year 47.6 per cent 

Second insurance year 62.5 per cent. 

Third insurance year 67.3 i)er cent 

Fourth insurance year 71.3 per cent. 

Fifth insurance year 75.2 per cent 

We are advised that it is generally deemed conservative to as- 
sume that the actual mortality during the first five years will 
amount to the following percentages of the standard death rate- 
First insurance year 50 per cent 

Second insurance year 65 per cent 

Third insurance year 75 per cent. 

Fourth insurance year 85 per cent 

Fifth insurance year 95 per cent 
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On this basis the estimated present value of the mortality gains 
of the three companies above mentioned, realised during 1905, 
1906, 1907, 1908 and 1909, as compared with the American experi- 
ence table, upon new insurance issued in 1904, would be lui 
follows: 

Massachusetts Mutual |258,855 OO 

Northwestern Mutual 737,470 00 

Provident Life & Trust 174,709 00 



It thus appears that a provision which would have made these 
mortality gains available for the expense of the new business of 
1904 would have more than covered the excess of expenditures 
over first year's margins, and this would perhaps be true of the 
other economically managed companies. 

On the other hand, had this criterion been applied to the entire 
group of companies, with reference to all the business except 
industrial, their entire expenses for new business would have 
amounted in 1904 to only |31,904,771, or |23,110,507 less than had 
actually been expended. Under such a limitation this great sum 
would have been saved for policy holders, amounting to an addi- 
tion of about 30 per cent, to the surplus earnings of the year. 

The Committee believes that the following is a proper standard 
for reasonable and profitable expenditure for new business, viz: 
That the expense of new business should not exceed the loading 
on first year's premiums plus the present value of the mortality 
savings on a conservative basis for five years after admission. 
These two items arise directly from the new business. Were there 
no new business, neither the loading on new premiums nor these 
mortality gains would be realized. It costs the other policy 
holders nothing to permit them to be used in this way, and if 
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the cost of new business is kept within these limits, both old and 
new policy holders are the gainers. 

These savings, however, cannot be made available in the case of 
a new cmnpany or of a company which annually distribntes its 
gains, wi^out changing the law regolating reserves, so that the 
reserve in the first year on new business shall take into considera- 
tion the expected mortality gains for the ensuing five years. This 
was brought out in the testimony of Mr. Emory McGlintock, the 
actuary of the Mutual Life Insurajnce Company, as follows : 

" Q. Would there be any way by which the company (the 
'Old Equitable' of London, which has never employed an 
agent) could increase its business without reducing the 
returns to old policy holders? A. If it adopted a different 
system of valuation, yes. 

" Q. What would be the different system of valuation that 
would permit that reisult? A. What I spoke of the other *day; 
Dr. Sprague's system would permit it ; Mr. Dawson's system 
would permit it. 

"Q. What do you refer to as Mr. Dawson's system? A. It 
was a system which was proposed for reducing! the amount of 
reserve the first year by giving the company credit for the 
mortality gains of the ensuing five years. 

'^ Q. It is based on the idea that the x)ersonally examined 
risks, the new risks of the company, show a more favorable 
rate of mortality than is indicated by the present valuaticm? 
A. Yes. 

" Q. Now is that more favorable rate of mortality shown by 
any reliable data? A. Oh, yes. 

"Q. Have you tables which will enable you to state in 
fairly accurate percentages the extent to which personally 
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examined risks for new business during, say, five years after 
it is written show a better mori:ality than is taken for granted 
in the present system of valuations? A. The experience of 
the companies is sufSciently well known to indicate that the 
first year the mortality ought to range about 50 per cent, of 
the American table. 

" Q. And the idea is that that large saving of mortality for 
the first year should have some correspondence in the valua- 
tion of the policy or in fixing of the reserve? A. That is his 
idea. 

"Q. And the amount that would be saved on the reserve 
by that sort of valuation could be used without affecting the 
interest of other policy holders in the getting of new busi- 
ness? A. There is no doubt of it." 

The Committee is satisfied that no injury would result from 
the change in the method of valuing policies which would permit 
the establishment of the stated criterion for the expense in obtain- 
ing new business. The gains from mortality according to actual 
experience will be realized in any event during the five years. 
Meanwhile, according to the present system, a reserve is charged 
precisely as if ithe company would have to pay the loss in accord- 
ance with the standard table. A larger reserve is now exacted, 
therefore, than is needed to assure solvency, which is the purpose 
of the reserve law. The old established company makes it good 
by withholding surplus from its other policies. The new com- 
pany, or the company which divides its surplus closely is at a 
disadvantage. It has resulted in the palpable evasion known as 
preliminary term insurance. The proposed system will reeult in 
no smaller reserve the first year than the mortality fairly to be 
expected calls for. It provides ample security to the policy 
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holder ; if lie dies the los^ falls within the expectation of mortality 
on which the reserve is ba^ed; if he lives the plan contemplates 
Increasing reserves against his policy, and as only the expected 
gains in mortality for the first five years are taken, there will be 
at the end of this period the full reserve against the policy called 
for by the present standard table. On the other hand, the pro- 
posed system will set free in the first year's margins enough 
money to pay the cost of new business on an economical basis, 
and at the same time afford a satisfactory standard of reasonable 
outlay. No other plan has been suggested in the Committee which 
will accomplish these results, and apparently the end could not 
be otherwise gained except by fixing an admission fee to meet the 
cost of new business, a plan which so far as the Committee knows, 
has no supporters and to which there would be obvious objection 
as encouraging rebating. Under the method now recommended 
the new business in effect pays for itself and the general gains of 
the company are available for distribution in dividends. 

The basis for reserves which the Committee recommends is 
known as " seleet and' ultimate," by which is meant that " select '' 
mortality for the first five years is provided for and " ultimate " 
mortality thereafter. The Committee is advised that it has been 
under consideration for several years past, first in the Actuarial 
Society, then in the Congress of Actuaries, and also by the Ger- 
man, Dutch and Scandinavian authorities, and that the opinion 
expressed at the Congress of Actuaries to the effect that it is " the 
most cautious, prudent and conservative system of that kind that 
has ever been proposed," has been very generally indorsed. A 
measure to make it the minimum standard in New York was 
before the Legislature last year; it passed the Assembly and was 
on third reading in the Senate when the session closed. The 



Digitized byVrrOOQlC 



No. 41.] 415 

Ck>mmittee recommends its adoption as an economical standard, 
upoii the following grounds : 

It is a correct measure of liability and so assures solvency. 

It will enable new companies to start business without recourse 
to preliminary term insurance. 

It will permit the prohibition of the issuance of preliminary 
term policies without destroying small and weak companies. 

It will furnish margins in the first year's premiums sufScient to 
cover an economical expenditure for new business without taking 
the surplus of other policy holders. 

It will permit the establishment of a suitable limitation of the 
lunount which may be expended for new business apart from 
industrial insurance; and the Committee recommends that the 
expenses for obtaining new Business be limited accordingly. 

An option, however, should be given to all companies to hold 
additional reserves to bring their total reserves to a higher stand- 
ard if they so desire, without affecting the limit of expense. 

VALUATION OF POLICIES. 
It is the opinion of the Committee that the law as to minimum 
valuations of policies should be amended as follows : 

(1) A minimum standard for valuation of policies other than 
industrial should be established in accordance with the " select 
and ultimate " method above described. 

Any life insurance corporation should be permitted to value its 
policies according to the American Experience Table of Mortality 
at a lower rate of interest than that prescribed by the statute, 
but not lower than three per cent, per annum, and with or without 
reference to the " select and ultimate " method of valuation, but 
in every case it should be required to report to the Superintendent 
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of Insurance any excess of its valuations over those computed by 
the legal minimum standard and also the standards used by it 
iln making the same^ and it should not be permitted to abandon 
any standard which it has adopted without the Superintendents 
consent. 

(2) Preliminary term valuations of policies issued* after Decem- 
ber 31, 1906, should not be permitted. 

(3) The Superintendent of Insurance should be required to 
fix a legal minimum standard for the valuation of industrial 
policies in accordance with which all such policies issued after 
the 1st day of January, 1907, shall be valued. 

(4) Assessment and co-operative companies should be compelled 
to maintain at all times a reserve not only equal to the proceeds 
of one death or disability assessment or periodical call on all 
policy or certificate holders thereof, but also at least equal to the 
cost of insurance for all policies in accordance with the American 
Experience Table of Mortality until the next call or assessment 
is due and payable over and above all liabilities, including exist- 
ing death claims. 

(5) Any reserve provided for by the articles of association, con- 
stitution or by-laws or by the contracts with the members of any 
life insurance company should be valued and charged as a liability 
in accordance therewith. 

REBATES. 

The law as to rebates is sufficiently stringent to cover all 
cases of life insurance officers and agents. No exception is made 
where the insured is an officer or employee of the, corporation, 
and it would seem that the allowances shown to have been given 
in such case are within the condemnation of the law prohibiting 
discriminations. 
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The ill^al and wastefal practice of rebating has its eonrce In 
andae competition and has tiiriven npon tiie excessive commis- 
sions and advances allowed to agents. The limitation npon the 
amount of new business and the curtailment of the amount avail- 
able for expenses in obtaining business, together with the pro- 
hibition of discrimination in the amount of compensatioi^ paid 
for different plans of insurance and of special rewards based 
upon the aggregates of insurance written will, it is believed, 
prove an effective remedy for tiiis evil. 

But, as a further precaution, it is recommended that the Penal 
Code should be amended so as to provide that a person receiving 
a rebate should be equally guilty witii the one who gives it. 

SUBBENDBB VALUES. 

The existing law in substance provides for surrender values 
in the case of lapse after a poli^ shall have been in force three 
years by the application of the reserve with dividend accumula- 
tions, taken as a single premium, to the jrarchase of extended in- 
surance, or at the option of the policy holder to the purchase of 
a paid-up policy. It is provided that the net value of the insur- 
ance given for such single premium shall not be less than two- 
thirds of the entire reserve after deducting the indebtedness of 
the policy holder. 

It has been suggested that all policy holders should on lapse 
be entitled to withdraw fn cadi the amount of tiie reserves 
against their policies. Such a provision the Committee believes 
would be ill-advised. Lapses, particularly in the early years of 
iniiurance, are a source of ^cpense to the company and therefore 
to tiie other policy holders and should be discouraged. Provision 

for surrender values for policies which have not been in force 
27 
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three years woald not be advisable. Nor is there a reason why 
the policy holder who has paid his money to obtain insurance 
should be entitled on lapse, unless his contract so provides, to 
withdraw his reserve in cash. If it is applied, according to the 
statute, to the jcontinuance of his insurance or to the purchase of 
paid-up insurance^ equity is done. 

It is not recommended that any change be made in the law 
with reference to existing contracts. But with regard to new 
policies the provisions of the statute should be liberalized. It 
stiouia not be necessary for the policy holder to give notice of 
his election, but the insurance in the absence of notice should be 
automatically continued for its full amount as long as the 
reserve upon his policy will justify. It should also be provided 
that the net value of the insurance given upon lapse should not 
be less than four-flfths of the satire reserve computed according 
to the l^al minimuiQ standard. Waiver of these provisions 
should not be permitted. This will bring future industrial poli- 
cies, in which such waivers are common, within the law. 

ASCERTAINMENT AND DISTRIBUTION OF SURPLUS. 

There has been much popular misapprehension regarding divi- 
dends declared by life ini^uranee corporations. 

A life insurance company, normally, is not organized for 
the purpose of making money for its policy holders. A mutual 
company is based upon the operation of the law of avera^s^s. 
While the duration of the life of any one person is uncertain^ the 
number of deaths which will annually occur among a large num- 
ber of persons may b^ predicted almost to a certainty. Assuming 
a given rate of mortality based upon experience and a given 
income from the investments of funds, calculations are made of 
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the amount which should be paid to meet the coat of iiusurance 
in a particular case. An additional amount is added to cover 
estimated expenses and to provide for contingencies, and the 
result is the fixed premium required. If the actual rate of 
mortality exactly coincided with the expected rate, if the com- 
pany realized exactly the anticipated income and if the expenses 
and contingent necessities corresponded exactly to the provision 
therefor, there would be no surplus and hence no dividends. The 
policy holder would receive the insurance bargained for and noth- 
ing else. , 

The same is true of a stock company transacting business upon 
the mutual plan, save that the authorized return in dividends 
upon the stock would be counted among the expenses of the busi- 
ness. A stock company doing a business exclusively for profit 
would gain none unless it charged more than the cost of insur- 
ance and the necessary outlays, and if it did charge more the 
stockholders would reap the gains by the issuance of non-par- 
ticipating policies; that is to say, of policies which would not 
participate in profits. 

The gains of life insurance companies are of five classes: 

(1) Gains from mortality due to the diflference between the 
actual and the expected mortality; 

(2) Qains from interest or income due to a realization of a 
larger income than was counted up<m; 

(3) Qains from lapses by reason of a less amount being paid 
upon lapsed policies than the accumulation arising from the 
premiums paid; 

(4) Gains from loading by reason of the expanses and con- 
tingent necessities of the company being less than the amount 
anticipated, and 
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(6) Profits upon sales of property or liquidation of invest- 
ments. 

These gains simply represent the amount which the policy 
holder has been overcharged for his insurance. In a mutual 
company or a stock company transacting business upon the 
mutual plan and issuing participating policies the policy holder 
is entitled to an equitable return of the overcharge and this is 
accomplished by the payment of dividends. 

However, as the precise results of the continuance in business 
cannot be predicted and as investments may fall, as well as rise, 
in value, it is important that the company should be. provided 
with a contingent fund for the security of its policy holders and 
should be permitted to accumulate such a fund out of its surplus. 
It is manifest that all gains or surplus in excess of such con- 
tingent fund should, in equity, be returned to the holders of 
participating policies at such appropriate times as may be prac- 
ticable for their ascertainment This return should be effected 
in such a manner that the policy holders will share in the pro- 
portions in which, through their payments, they have contributed 
to the gains. For this purpose the company owes it to its policy 
holders to give them at convenient periods a gain and loss exhibit 
showing the actual results of the company's business, by which 
the efllciency of the managers may be tested and the amount 
available for return to the policy holders determined. 

It is noticeable that nearly all the charters of the life insurance 
companies have carefully provided for such ascertainment of 
gains and periodical distributions. But about thirty years ago a 
scheme was devised tor the withholding of these gains under 
policies with so-called defeared dividend plans. The original 
scheme of these policies called ^^ tontine" was to provide that 
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the apportionment of gains should be withheld for a given period, 
say tan, fifteen or twenty years, and that then all accnmnlations 
upon a given issue or class of policies should be divided among 
tibe surviving members. In case of death before the expiration 
of the period the face only of the policy was to be paid, without 
any portion of the accumulations, and in case of lapse there was 
to be absolute forfeiture, including the entire reserve. This was 
succeeded by what were called '^ semi-tontine " policies, by which 
provision was made tw tiie payment of surrendeir values in case 
of laps^ but there was no participation in profits save in case 
of survival. To complete the scheme the Laws of 1868, Chapter 
118 (now section 87 of the Insurance Law), provided that any 
domestic life insurance corporation which was restricted to mak- 
ing a dividend only once in two or more years, might thereafter, 
^'notwithstanding anything to the contrary" in its charter or 
articles, ''make and pay over dividends annually or at longer 
intervals in the manner and proportions and among the parties 
provided for in such charter or artictes." This was followed by 
Ghapt^ 100 of the Laws of 1872 (section 83 of the Insurance 
Law), to the effect that any domestic corporation may ascertain 
"at any given time and from time to time the proportion of 
surplus accruing to each policy from the date of the last to the 
date of the next succeeding premium payment, and may dis- 
tribute the proportion found to be equitable either in cash, in 
reduction of premium, or in reversionary insurance, payable with 
the poli^ and upon ihe same conditions as therdn expressed 
at the next succeeding date of such payment, notwithstanding 
anything in the charter of such corporation to the contrary." 

The deferred divid^id policies had conspicuous advantages for 
tiie companies, as they permitted the accumulation of profits for 
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long periods without accoanting. The feature of an additional 
ben^t in the case of survivorship appealed to the gambling in- 
stinct, and in addition there were seductive estimates of the 
amounts which would be accumulated and distributed at the 
end of the period. It was urged upon the policy holder that it 
was much better that he should forego slender annual dividends 
in the hope of the greatly increased returns which would await 
him in case he survived the tontine period. A large proportion 
of outstanding insurance is of this form, and it is said that it 
has been very popular. But it is believed that the popularity 
has been largely due to the representations which have accom- 
panied it and to the fact that delusive statements have been en- 
couraged by the efforts of the co^lpanies to extend business of 
this class through the payment of larger commissions than were 
allowed for other forms of insurance. 

The results have not justified the expectations. Estimates relied 
upon when the policies were issued have been falsified by the 
event. The comparisons shown in the statements relating to ibe 
different companies exhibit the wide discrepancies betwe^i tte 
expectations and the actual results. Under policy clauses leaving 
distribution to be made according to the methods and principles 
adopted from time to time by the companies dividends have been 
declared more or less arbitrarily, and proper accountings have 
been refused. The companies have not been agreed as to the 
methods to be employed in determining the shares of policy 
holders, and their computations show striking variances. 

The following is an actual illustration of the practical con- 
sequences of the conflicting judgment of the actuaries : In 188B 
a policy holder took twenty-year endowment policies in the 
Mutual, New York Life and Equitable for substantially the same 
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amount, paying to each company an annual pi^mium of f200. 
Wl^en the policies matured in 1905 he received from the Mutual 
f4,082.59, from the New York Life 15,352.45 and from the Equita- 
ble 16,443.75. The policy in the Mutual was for |2,813 on the 
five year distribution plan; that in the New York Life was for 
f2,888 on the twenty-year tontine investment plan; that in the 
Equitable was for 12,890 on the twenty-year tontine savings fund 
plan. Apart from the difference in the form of the policy in the 
Mutual, by which the gains from forfeitures were less, the vary- 
ing results were mainly due it would seem to the different methods 
of calculation employed. The Equitable's method, already ex- 
plained, of referring its distribution to Homan's original esti- 
mates and of giving to the policy holder the same proportions of 
the estimate that its available surplus fund bore to the surplus 
which would have accumulated under Homan's conditions, re- 
sulted in largely increasing the surplus on endowment policies 
as compared with other forms, and particularly on endowment 
policies issued at advanced years. 

The disappointing returns upon these policies, as well as the 
diminution in annual dividends, has no doubt been due to a con- 
siderable extent to the reduction in the rate of return upon in- 
vestments. But it has been more largely due to the wasteful 
methods of the companies, which have been made possible by the 
vast accumulations permitted by this form of insurance. For 
the most part the companies have denied any legal or equitable 
obligation with reference to these accumulations prior to actual 
apportionment, and they have been available to provide means 
for lavish expense in obtaining new business and for other out- 
lays which would have been checked by a suitable system of 



Digitized byV^OOQlC 



424 [ASSBMBLY 

aceounting. TI1118 the huge surpluses of the companies have en- 
couraged extravagance and facilitated corruption. 

It is the opinion of the Committee that dividends should be dis- 
tributed annually, being applied either in reduction of pr^niums 
or to the purchase of additional insurance, or paid in cash, at 
the option of the insured. No attempt should be made to distuib 
rights under existing contracts, but the issue of so-called deferred 
dividend iK>licie8 in the future should be forbidden. * 

Much has been said with reference to tiie propriety of per- 
mitting the persistent policy holders to divide the surplus accumu- 
lations upon policies which terminate during the tontine period. 
On the one hand, it is said that this is a form of wager which should 
not be permitted; and, on the other, that it invites persistaice 
and is a means of approximating a more just return to tiiose who 
by reason of tlieir longer lives pay more for tlieir insurance. 
With reference to the last suggestion it may be remartced that 
there is no method by which the losses due to death can be dis- 
tributed with exact equality. The entire scheme of mutual in- 
surance is based upon a distribution of these losses through pay- 
ments fixed according to the law of averages, the corollary being 
that each one who pays should receive his equitable share of any 
overc^harge. There would seem to be nothing in the supposed 
attractiveness of the opportunity to derive gain from the accumu- 
lations of other members which furnishes a sound argument f<Hr 
the continuance of this form of insurance. 

Nor is there force in the suggestion that annual dividends are 
of comparatively small amounts and that it is to the advantaise 
of the policy holder to wait until the maturity of a long term 
contract v/hen he will receive a fund large enougn to oe tne bUD- 
ject of investment. There is no reason why the dividend should 
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not be annnallj declarea, nor why the policy holder should not 
be entitled to-deal with it as he sees fit If he desires to purchase 
additional insurance, he may do so, but if he prefers to take the 
money or to use it in the reduction of his premiums, he should 
have this privilege. 

The deferred dividend plan of insurance is to be supported, 
if at all, upon the ground that there should be no interference 
with freedom of contract 

But in this matter freedom Of contract should yield to im- 
portant public policy. ' Of all the reforms suggested by the Com- 
mittee nothing, it is believed, is more imperatively demanded than 
that the companies should be compelled to exhibit the results 
of their management by annual accounting. If details of manage- 
ment are to be left, as they should be, to the discretion of the 
directors, they should be compelled each year to state the results 
of their administration and to come under definite liabilities to 
the policy holders for the amounts to which the latter are entitled. 
There seems to be general agre^nent that the abuses which in* 
evitably flow from the control of large accumulations, said to be 
held for policy holders but not tlie subject of any definite obliga- 
tion, make this necessary. Even those who favor the continuance 
of deferred divid^id contracts recognize the importance of annual 
accountings and of the annual credit to each policy of its fair 
share of the gains. 

But if Aere is to be an Minual accounting there is no reason 
why there should not be an annual distribution; im the contrary, 
this is needed to make the remedy complete. 

It is not sufficient merely to provide for credit entries in the 
books of the company of accounts payable at the end of long 
periods with reference to which the company will undoubtedly 
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conduct its business and adjust its inv^tments. The manage- 
ment should be subjected to the test of placing annually its 
accumulations at the disposal of the policy holders, leaving them 
to decide whether liiey shall be withdrawn. If they are to be 
left with Ihe company, it should be at the option of the policy 
holder through the purchase of additional insurance. In this 
manner a suitable freedom is given to the policy holder and the 
company is placed under wholesome, and, it is believed, neces- 
sary, restriction. 

The claim that the companies have needed the system of de- 
ferred dividends to protect themselves against fluctuations in 
values and unforeseen demands should be fairly dealt with by 
permitting the accumulation and retention of a reasonable con- 
tingent fund. TbiB fund should be held for the protection of 
policy holders, but available only for distribution in the event 
of liquidation. It should not be made a cover for depriving them 
of their rights by means of unwarrantable reservations, but should 
be defined by statute. The Ck>mmittee recommends that any life 
insurance company doing business in this State shall be entitled 
to accumulate a contingency reserve out of the gains attributable 
to policies hereafter written to the extent of the following per- 
centages of the net values of such policies, computed according 
to the legal minimum standard, to wit: 

When such net values are less than flOO^OOO, 20 p^ cemit 
thereof, or the sum of |10,00O, whichever is the greater. 

Where such net values are greater than 1100,000, the percentage 
thereof, measuring the contingency reserve, shall decrerae one- 
half of one per cent, for each f 100,000 of said net valf^s up to 
11,000,000; one-half of one per cent, for each additional |1,000,000 
up to 110,000,000; one^half of one per cent for each additional 
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12,600,000 up to 120,000,000; one-half of one per cent, for each 
additional f 5,000,000 up to f 50,000,000; one-half of one per cent, 
for each additional f 25,000,000 up to 1100,000,000; one-half of 
one per cent, for each additional $50,600,000 up to $200,000,000; 
one-half of one per cent, for each additional $100,000,000 up to 
$500,000,000; and thereafter the contingency reserve shall not 
exceed two per cent, of said net values. The following table is an 
illustration of this limitation of the contingency reserve: 

Paroentage of net values 
Netyalnes. oontingeDcy reaecre. 

Not more than $100,000 20 per cent. 

or $10,000, whichever is larger. 

$100,000 to $200,000. IftJ per cent. 

$200,000 to $300,000 19 per cent. 

$300,000 to $400,000 : 18^ per cent. 

$400,000 to $500,000. 18 per cent. 

$500,000 to $600,000. 17^ per cent. 

$600,000 to $700,000 17 per cent. 

$700,000 to $800,000. 16J per cent. 

$800,000 to $900,000 .16 per cent 

$900,000 to $1,000,000 15J per cent. 

$1,000,000 to $2,000,000 15 per cent. 

$2,000,000 to $3,000,000. .^ 14^ per cent. 

$3,000,000 to $4,000,000 14 per cent. 

$4,000,000 to $5,000,000 13J per cent. 

$5,000,000 to $6,000,000 13 per cent. 

$6,000,000 to $7,000,000 12J per cent. 

$7,000,000 to $8,000,000 12 per cent. 

$8,000,000 to '$9,000,000. llj per cent. 

$9,000,000 to $10,000,000 11 per cent. 

$10,000,000 to $12,500,000 lOJ per cent. 

$12,500,000 to $15,000,000 10 per cent. 

$15,000,000 to $17,500,000. 9^ per cent. 

$17,500,000 to $20,000,000. 9 per cent. 

$20,000,000 to $25,000,000 SJ per cent. 

$25,000,000 to $30,000,000. 8 percent. 
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PerMntace of net vahiee 
^ f^nyu g nuudmazn 
NetTaluM. oontiiMBney tm tm . 

$30,000,000 to $35,000,000 -....7^ per cent 

$35,000,000 to $40,000,000 7 per ceat 

$40,000,000 to $45,000,000 6J per cent. 

$45,000,000 to $50,000,000. 6 per cent. 

$50,000,000 to $75,000,000. 5^ per cent 

$75,000,000 to $100,000,000 5 per cent 

$100,000,000 to $150,000,1900 4^ per cent 

$150,000,000 to $200,000,000 4 per cent 

$200,000,0«) to $300,000,000. 3i per cent 

$300,000,000 to $400,000,000 3 per cent 

$400,000,000 to $500,000,000 2J per cent 

Moie than $500,000,000. 2 per crat 

It shonld be provided, however, tiiat no company having ezint- 
ing surplus funds or contingency reserves or funds awaiting dis- 
tribution as deferred dividends should be entitled at any time 
to accumulate any additional contingency reserve under the 
statute except to the extent that the aggregate of such reserves 
and funds are less than tiie contingency reserve to ^ich it 
would be entitled according to the rates above mentioned if com- 
puted upon tiie net values of ttxe total policies tKen outstanding. 

In connection with the provision* requiring annual distribu- 
tion of dividends upon policies hereafter written, the companies 
should be required aAuus^Uy to file with tbe Superintendent of 
Insurance a gain and loss exhibit for the year in a prescribed 
form, showing with suitable detail the gains and losses of the 
year, the amount available for distribution, the amount of divi- 
dends declared, and the method of calculation by which they 
have been determined. 

So far as existing policies are concerned, without impairing 
any of their obligations, the companies may be required also to 
file each year with the Superintendent of Insurance a similar 
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statement showing the annual diridencbi dedsred npon prawnt 
annual dividend policies and the manner in which tiiej have 
been computed, and also the diare of any gains or surplus 
claimed to be held for eventual apportionment upon existing 
deferred dividend policies and the manner in which the share 
has been arrived at. As deferred dividend policies mature and 
distributions are made, the company should be compelled to file 
a statement showing the amount distributed and tlie metiiod 
of calculation adopted. This, with free access to the courts to 
determine the propriety of the companies' action, will tend to 
the advantage of existing policy h<dders without affording any 
possible basis for the claim that the legislation has interfered 
with contract ri^ts. 

The Committee has not thought it advisable to recommend 
that the Legislature should establish Uie manner in which divi- 
dends should be computed. If the companies are required to 
state their methods of computation ample opportunity will be 
afforded for a comparison both of methods and results, and any 
method which is open to serious critidsm can readily be reviewed 
in the courts. 

NON-PABTICIPATING POLICIES. 

The Committee believes that mutual companies and stock com- 
panies chartered to transact business on the mutual plan or 
holding themselves out as transacting business upon this basis, 
should be forbidden from writing non-participating policies. 

The writing of non-participating policies by these companies 
must almost necessarily result in an injustice. If premiums are 
charged at a rate lower than the actual cost of carrying the 
insurance, including a fair share of expenses, it is an imposi- 
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/ion upon tiie other palioj holdera who. must contribute to pay 
the difference. If ^ on the otiier hand^ the premiums are at a 
rate higher than that demanded by the cost of carrying the 
insurance, the excess is witliout excuse and those who take the 
policies are.'* overcharged and are d€f)rived of the returns to 
which they should be entitled. In short, the non-participating 
policy issued by a company doing business upon the mutual 
plan can be justified only upon the supposition that the exact 
results of the business can be foreseen and the premium adjusted 
accordingly. This, of course, is an impossibility. The business 
of companies conducted upon the mutual plan should be exclu- 
sively mutual. 

BEMEDIES OP POLICY HOLDERS, OR BIGHT TO RESORT 
TO THE COURTS, 

Not only have the funds beloDging to policy holders, through 
ihe opportunities afforded by deferred dividend contracts, been 
wasted through lax and corrupt administration; not only have 
their shares of profits been determined by secret and largely 
arbitrary methods of computation;, but they have been denied 
an opportunity to seek relief in the courts. 

In 1888 in the case of Uhlman vs. The New York Ldfe Insurance 
Company (109 N. Y. 421) the Court of Appeals held that a life 
insurance company issuing policies on the tontine system was 
in no sense a trustee of any particular fund for the holder of 
such policy; that their relations were simply that of debtor and 
creditor and that the policy holder, at the expiration of the 
agreed period, was not entitled to an accounting in the absence 
of any evidence of misappropriation, wrongdoing or mistake on 
the part of the company. The burden was thrown upon the 
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policy holder of making and establWhing proper allegations of 
fact showing that the apportionment had not been eqoitable or 
had been based upon erroneous principles. The Court, howei^r, 
said: 

'^ Inasmuch as the agreement is that the apportionment 
shall be an equitable one, the question of what is an equitable 
one, all the facts and circumstances being known, may be 
one over which the courts have supervision. Prima facie, 
the apportionment as made by the defendant should be 
regarded as a compliance with the terttis of the policy, or, 
in other words, should be regarded a£( equitable apportion- 
ment. It should be thus regarded because by the terms of 
the policy the duty of making it is cast upon the corpora- 
tion and it ought to be presumed that the defendant has 
performed its duty instead of admitting that it has failed 
to do so. But the question is still left, has or has it not 
complied with the agreement to mak^ an equitable appor- 
tionment? And the plaintiff and all others similarly situ- 
ated have the right, upon proper allegations of fact showing 
that the apportionment made by the defendant is not equi- 
table or has been based upon erroneous principles, to have 
a trial and make proof of isuch allegations, and if proved 
the Court will declare the proper principles upon which 
the apportionment is to be made so as to become an equi- 
table apportionment." 

It was also held that as it was discretionary with the Court 
whether or not it would exercise its equitable jurisdiction to 
compel an accounting merely by reason of the fact that the 
accounts were complicated, it would remit the plaintiff to an 
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aeti<m at law if, cooaidM^ng all the circumstances, it appeared 
tbat an aocooBting would be of great inconvenience and possible 
oppression to the defendant 

By Chapter 400 of the Laws of 1890 (Section 56 of the Insur-. 
ance Law) it was enacted as follows: 

** No order, judgment or decree .providing for an account- 
ing or enjoining, restraining or interfering with the prose- 
cution of the business of any domestic insurance corporation 
or appointing a tmnporary or permanent receiver thereof, 
shall be made or granted otherwise than upon the applica- 
tion id the attomfi^y-gsneral on his own motion, or after his 
approval of a request in writing therefor of the Superin- 
tend^it of Insurance, except in an action by a judgment 
creditor or in proceedings supplementary to execution." 

By this statute the policy holder, even though he were in a 
position to make suitable allegations to bring his case within 
the Uhlman decision, was debarred from relief by the courts save 
throu^ the action or approval of the attorney-general. 

In Swan vs. The Mutual Reserve Fund Life Association, 155 
N. T. 9 (1898), it was held that an action on bdialf of the 
plaintiff and oilier policy holders to enforce the performance of 
the provisions in the policy in respect to the reserve fund, by a 
complaint which alleged an improper accumulation, retention 
and intended misapplication of a surplus of the reserve fund 
and which prayed that the number of living policy holders and 
the amount paid by them to the reserve fund be ascertained and 
that the plaintiff be paid a ratable amount according to his 
contribution, was an action for an accounting and for an inter- 
ference with the prosecution of the business of the corporation 
wifliin section 66. 
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In Qreefff vs. The EquitiMe Life AMurance Sooietjf, 160 N. Y. 
19 (189&), a policy holder's action to recover a proportionate 
share of the company's surplus without application to or approval 
by the attorney-general, it was held that the action was pro- 
hibited if r^;arded as one for an accounting. It was also held^ 
in considering the question whether the complaint stated facts 
sufBdent to entitle the plaintiff to recover In an action at law 
upon the policy as an instrument for the payment of money, 
that where the directors had exercised tiieir discretion in regard 
to the distribution of surplus the courts would not interfere if 
there had been no bad faith, wilful neglect or abuse of discre- 
tion. Under the company's charter the question of how much 
surplus should be accumulated for the security of the company 
and its members was one to be decided by the officers and man- 
agers according to their discretion, having in view the present 
and future contingencies of the business; and in the absence of 
any all^;ation of wrongdoing or mistake their apportionment 
prima fade was to be regarded as equitable. It was furtiier held 
that where the policy provided that only the proportion of the 
company's surplus which equitably belonged to it was to be 
credited to it and paid to the policy holder, an apportionment 
and determination of that proportion is a condition precedent 
to the policy holder's right of recovery of any portion of tha 
surplus in an action at law. 

In the light of the disclosures of the investigation, the Com- 
mittee favors the repeal of the requirement of section 56 that 
action by the attorney-general should be a condition precedent to 
an order, judgment or decree for an accounting. Policy holders 
should have free access to the courts to have their rights deter- 
mined. 

28 
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It should be remembered that the facta are within the peculiar 
knowledge of the company and that it haa a legal department 
competent to attend to all legal proceedings. Further, if the 
propriety of the method adopted is determined in One suit, the 
decision will serve as a precedent and it is unlikely that other 
suits of the same nature would be pressed. The proposed repeal 
is also to be taken in connection with the recommendations as to 
the annual filing of statements showing the methods of calculating 
dividends which will put the companies to the necessity of expos- 
ing these methods and should be supplemented by a suitable op- 
portunity^ to the policy holder without the intervention of any 
State oflScer to obtain any needed redress. The Committee is con- 
vinced'that the companies misled the Legislature in procuring the 
enactment of Section 56 and that it was not required to protect 
the companies against unjust and vexatious suits, but rather to 
aid their policy of concealment and to facilitate through their 
deferred dividend system and through control of the distribution 
of dividends the continuance of their improper methods of admin- 
istration. 

The provision that orders, judgments or decrees restraining the 
prosecution of the business of an insurance company or appoint- 
ing a temporary or permanent receiver should not be granted save 
upon tke application of the Attorney General or after his approval 
of a request in writing therefor of the Superintendent of Insur- 
ance, is not open to serious objection. The Committee believes, 
however, that the practice in these matters with reference to in- 
surance companies should be assimilated to the general scheme 
of the statutes relating to other corporations. In this view sec- 
tion 56 should be repealed and the matter should be left subject 
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to the general provisions of the artides of the Code of Civil Pro- 
cedure relating to actions against corporations. 

POBMS OF POLICIES. 
Life insurance companies transacting business in this State 
should be required to issue policies providing for the ordinary 
sorts of life insurance, simple in form and in clear and concise 
language. Bj far the greater part of outstanding policies issued 
by the level premium companies are of the types known as: 

(1) Ordinary life, providing for a continuous payment of pre- 
miums until death, when the policy matures; 

(2) Limited payment life, providing that premiums shall be 
fully paid in a certain number of years, e. g., in ten, fifteen or 
twenty, and that the policy shall mature at death ; 

(3) Endowment, providing for the payment of the policy at a 
fixed time or in the event of earlier death, and 

(4) Term policies, or those providing for insurance against 
death during a specified period. 

It is deemed advisable that standard forms of policies of these 
classes should be established^ 

In order that there should be no undue restriction upon other 
sorts of insurance which have been or may from time to time be 
devised, any company should be privileged to issue policies in such 
cases, provided they have been approved by the Superintendent 
of Insurance. 

To remedy the abuses which have grown up in the multiplica- 
tion of forms designed to attract custom either by catchy titles 
or by supposed liberality of provision, it is thought best that in 
addition to requiring approval of the Superintendent of other 
than certain standard forms, provision should be made for the 
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standardization of the new tjpes of policies so far as possible. 
This may be acc<Hnplisbed bj requiring a company which deedres 
to issue a policy of a sort other than one for which a standard 
form has been prescribed, to submit its request to the Superin- 
tendent, who shall give an opportunity to it and other companies 
to be heard, and shall establish a standard form of the desired 
type of insurance to which all insurance policies of that type shall 
be required to conform. The form may be changed by the Super- 
intendent from time to time if it should appear that a change is 
desirable. All companies will thus be free to write in suitable 
form the various kinds of insurance which, under the supervision 
of the Department, may be deemed to offer important advantages 
to policy holders, while they will be compelled as a ccmdition of 
their transaction of business within the State, to write the ordi- 
nary kinds of insurance in the forms established by the statute. 
The issue of other policies than those thus provided for should be 
prohibited. 

The standard forms will be submitted in connection with the 
bills recommenced by the Committee. In the case of any company 
not transacting or professing to transact business upon the 
mutual plan, permission should be given to vary the standard 
forms by the omission of the participating feature. 

The recommendation as to the ccmipulsory issue of standard 
forms., does not extend to the policies issued by assessment or 
cooperative aAsK>ciations or fraternal societies. 

These provisions should be supplemented by the requirement 
that every policy hereafter issued by any company shall contain 
the entire contract between the parties; that nothing shall be 
incorporated therein by reference to any constitution, by-laws, 
ruleS| applicaticm or other writing unless the same is endorsed 
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upon or attacbed to tbe policy when is&ued; and that all state- 
mentB pQrp<Hrtiiig to be made by the insured shall in the absence 
of fraud be denned representations and not warranties; any 
waiver of these provisions to be void. 

PUBLICITY AND STATE SUPEBVISION. 
Clear and specific provision should be made for disclosure of the 
transactions of the companies. They should be required to set 
forth in their statements to the Superintendent of Insurance, as 
of December 31 in each year, the following matters, apart from 
those which the superintendent may otherwise require: 

(1) The real estate held by the company, the dates of acquisi- 
tion, the names of vendors, the actual cost, the value at which it 
is carried on the company's books, the market value, the amounts 
expraded during the year for repairs and improvements, the gross 
and net income from each parcel and if any portion of the same 
be occupied by the company the rental value thereof, a statement 
of any certificate issued by the superintendent extending the 
time for the disposition thereof, and any and all transactions in 
real estate since the last annual statement. 

(2) The amount of its existing loans upon the security of real 
property, stating the amount loaned upon property in each state 
and country. 

(3) The moneys loaned by the company to any person (except 
loans upon the security of real property above mentioned), the 
actual borrowers, maturity and rate of interest, the securities 
held therefor and the same particulars with reference to any loans 
made or discharged since the last annual statement. 

(4) All other property owned by the company (including all 
securities) whether or not recognized by the law as proper invest- 
ments, the dates of acquisition, from whom acquired*, the actual 
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cost, the value at which the same are carried upon the books, the 
market value, the intei^est or dividends received thereon ; and also 
the movements of securities and property other than real estate 
acquired and disposed of during the year, setting forth all such 
property purchased or sol^ during the year, with the names of 
purchasers and sellers, the price paid, the income received and 
outlays made in connection therewith. 

(5) A statement of all commissions paid to any persons in con- 
nection with loans or purchases or sales of any property, giving 
the dates of payment and the names of the payees. 

(6) A statement of all payments for legal expenses, giving dates 
and names and addresses of the payees. 

(7) A statement of all moneys expended in connection with 
matters of legislation, giving the dates, the legislative measure or 
proceeding in connection with which the payment was made, the 
interest of the company therein, the amounts of the payments and 
the names and addresses of the payees. 

(8) A statement of the ofBcers and directors of the company, 
the proceedings at the last annual election, giving the names of 
candidates and the number of votes cast for each, and whether in 
person, by proxy or by mail. 

(9) A statement of all the compensation and emoluments re- 
ceived by any ofBcer or director of the company or by any person 
whose compensation is more jthan |5,000 a year, with a statement 
of the time when and the authority by which the same was fixed. 

(10) A statement of the largest balance carried in each bank 
or trust company during each month of the year. 

(11) All death claims resisted or compromised during the year, 
with particulars as to sums insured, sum paid and reaaons afl- 
signed for resisting or compromising the same in each ease. 
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(12) A complete statement <MF tbe profits and losses upon the 
business transacted during 1^ year, and the sources of such gains 
or losses, and a statement showing separately the mai^ns upon 
pTeminms for the first year of insurance, according to the select 
and ultimate method of valuation as prescribed in Article II. of 
the Insurance Law, and the actual expenses chargeable to the 
procurement of new business, which shall also show the manner 
in which any general outlays of the company have been appor* 
tioned for the purpose of arriving at the amount of such expenses. 

(13) A statement separately showing the amount of the gains 
of the company for the year attributable to policies written after 
December 31, 1906. 

(14) A statement showing the rates of annual dividends de- 
clared during the year for all plans of insurance and all dura- 
tions, and for ages at entry 25, 35, 45 and 55, and the precise 
method by which such dividends have been calculated. 

(15) A statement showing the rates of dividends declared upon 
deferred dividend policies completing their dividend periods, for 
all plans of insurance, and the precise method by which such 
dividends have been calculated. 

(16) A statement showing any and all amounts set apart 
or provisionally ascertained or calculated or held awaiting ap- 
portionment upon policies with dividend periods longer than one 
year, for all plans of insurance and all durations and for ages 
of entry as aforesaid, together with a precise statement of the 
methods of calculation by which the same have been pi^Visionally 
or otherwise determined. 

(17) A statement of any and all reserve or surplus funds held 
by the company and for what purpose th^ are claim^ respec* 
tively to be held. ^'^^• 
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It is the opinion of the Conunittee tfast the Snperint^ident is 
vested with ample authority under the law with reference to su- 
pervision and examination, save that he, his deputies and exam- 
iners should be pemiitted to subpoena and examine under oath 
at any time when he may deem it necessary, not only the oflScers 
and agents of the corporation, but any person believed by him 
to possess material information regarding the company's prop^y 
or affairs, and also to compel such person to prodtice any book or 
paper in his custody containing information bb to any trans- 
action of any of the companies and to submit the material portions 
thereof to inspection. 

PENALTIES. 

Suitable penalties should be provided for infraction of law. 
The provision of Section 36 that any director or officer who re- 
ceives any money or valuable thing in connection with loans or 
purchases made by the company should forfeit bis position and 
be disqualified from thereafter holding office in an insurance cor- 
poration, should be repealed. Section 53, to the effect that any 
person or corporation violating any provision of the Insurance 
Law should forfeit |500 for each violation unless a different sum 
was prescribed, should be repealed. 

The violation of any of the provisions of the law should be made 
a misdemeanor. 

The provisions of the Penal Code as to perjury should be 
amended so as to provide that in any prosecution the falsity of 
the testimony or statement set forth in the indictment should be 
presumptively established by proof that the defendant has made 
oath to the contrary. 

The provisions of the Penal Code as to tiie misconduct of offi- 
cers and employees of corporations should also be amended to 



Digitized byVrrOOQlC 



No. 41.] 441 

make clearer provision for cases of false ^itries in books and 
accounts and the omission fn»n reports of any matter required 
l^ law to be stated. 

Apart from what has already been suggested, the Committee 
is not prepared to make recommetidati(ms with reference to in- 
dustrial insurance further than to say fliat the subject is one 
deserving of special investigation. The most serious evils which 
have been disclosed by this inquiry, to wit, the excessive premi- 
ums, the enormous lapse rate and the harddiips of the agents, 
seem to be inherent in tlie system. A great reform could be ac- 
complished if the expense of solicitation and collection could be 
avoided by the establishment of branch oflBces where insurance 
might be obtained by the tiirifty poor who desire it. But the 
opinion of those connected with the companies is that such a 
plan would be impracticable and the committee is without in- 
formation which would justify an attempt to compel its introduc- 
tion. It is insisted that the present method is the most econom- 
ical that has yet been proved to be adequate to the exigencies of 
the business. The alternative seems to be presented either of 
prohibiting altogether industrial insurance by private corpora- 
tions or of permitting its continuance substantially upon the 
present basis, subject to those regulations designed to secure 
economical administration, applicable to all companies alike. 

It may be added that the Committee is also without facts 
which would warrant the prohibition of insurance of children. 
Among those who, from interest in charitable work or for other 
reasons, have given special study to the subject, there seems to be 
no consensus of opinion, while the companies assert with positive- 
ness that the neglect and injury to children which might be sup- 
posed to follow from such insurance have no existence in fact. 
It is urged that the insurance of children is in very small amounts 
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and is songbt move frequently to obtain indemnity against a 
proper bnrial than to derive any personal advantage for the par- 
ents. In the absence of further evidence the Committee believes 
that legislation would be unwise. 

The Committee regrets that it ha« been unable further to ^• 
amine into assessment aasociations or to investigate fraternal 
societies. 

Bills embodying the foregoing recommendations of the Commit- 
tee and providing for the am^idment of the law in minor d^itils 
not requiring discussion will be presented herewith. 

The Committee and those associated with it have prosecuted 
their work with the sole desire to do impartial justice and to 
accomplish needed reforms in the interest of the people of the 
State. They are confident tiiat the proposed measures of relief 
are not only salutary, but essentiaL It i» bdieved that they will 
provide an adequate r^nedy for conditions which had become 
intolerable and will place the life insurance business of this State 
upon a sound and enduring foundation. 

Respectfully submitted by the Committee. 

Dated;, Albany, New York, February 22, 1906. 
On the part of the Senate: 

WM. W. ARMSTBONG, 
WM. J. TULLY, 
D. J. RIORDAN. 

On the part of the Assembly: 

JAMES T. ROGERS, 
ROBERT LYNN COX, 
W. W. WEMPLE, 
EZRA P, PRENTICE, 
JOHN McKEOWN. 
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